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National Security (Capital Issues) Regulations 
By J. A. L. Gunn 


Regulations have been issued under the National Security Act 
1939, which give the Commonwealth Treasurer power to control 
(a) the registration of companies and certain societies, etc., (b) 
any increases in the capital of such bodies, and (c) the issue of 
debentures and other like securities by corporate or unincorporate 
bodies (other than partnerships). These Regulations, No. 117 
of 1939, were published in the Commonwealth Government Gazette 
of October 13, 1939, and operate from that day. 

The Minister assisting the Commonwealth Treasurer stated 
that the main object of the regulations was to conserve the financial 
and physical resources of the Australian economic system in a 
period during which there might be unprecedented demands on 
them for war purposes. The regulations formed one step in a 
series of measures for co-ordinating private and public demands 
on the investment market, and on the physical resources of the 
Australian economy. During a time of war the demands of the 
Government for defence purposes must be paramount, and it was 
the duty of the Government to ensure that the resources of the 
Commonwealth were utilised in a way which would contribute to 
Australia’s war effort in the maximum possible degree. 

The Government has issued provisional instructions to appli- 
tants for permission to register companies, etc., issue capital, make 
calls and issue securities, etc. 


Registration of New Companies 


Regulation 3 provides that a person shall not, without the 
consent in writing of the Treasurer, make any application for the 
/Tegistration of any company, or of any society, club or association 
having for its object, or one of its objects, the pecuniary profit or 
gain of its members. 
_4n application for the consent of the Treasurer under Regula- 
tion 3 shall be in writing and shall be accompanied by written 
Particulars of the proposal for the registration, Regulation 5. 
The Provisional Instructions state that with an application for 
Mhsent to the registration of a new company, it is necessary— 
A 
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(1) To furnish a Prospectus or Draft Prospectus showing at 
least the name and object of the proposed company, the 
nominal capital and the capital to be issued for subscrip- 
tion, together with any available reports on any kind of 
business, industry, property, or enterprise which it is pro- 
posed to establish, take over, operate, or control. 

(2) To give the names, addresses, and occupation of the Pro- 
visional Directors. 

(3) To give descriptions and state the certified value of the 
assets (if any) proposed to be taken over by the proposed 
company. 

(4) To state whether the vendors are to receive fully or 
partially paid shares or cash and the amount of any such 
share issues or cash payments. Full details of the assets 
(certified by properly audited statements) should be given. 

(5) To state whether promotors, brokers, underwriters or 
similar classes of persons are to receive fully or partially 
paid shares or cash and the amount of any such share issues 
or cash payments, and the reasons therefor. So far as 
possible the names and addresses of such persons should 
be supplied. 

(6) To state whether the whole or any part of the capital of 
the proposed company can be subscribed privately. 

(7) To state what is to be the working capital of the proposed 
com ’ 


pany 
(8) To state how the proposed company intends to apply the 
balance of any proceeds received from the issue of capital. 
The Treasurer may, in his absolute discretion, consent to the 
application, or refuse to consent to it. Regulation 5 (2). 


Increase in Capital of Companies 
Regulation 4 provides that a company, or any person acting 
for, or on behalf of, a cormpany, shall not, without the consent in 
writing of the Treasurer— 


(a) increase the nominal capital of the company ; 
(b) make an issue of authorised capital of the company; or 
(c) make a call upon shares issued by the company. 


In Regulation 4, a “company” includes a society, club or 
association formed for the purposes of pecuniary profit or gain, 
which is registered in the Commonwealth or carries on business 
or operates in the Commonwealth, though not registered therein. 

An application for the consent of the Treasurer under Regula- 
tion 4 shall be in writing and shall be accompanied by particulars 
in writing of the reasons for the proposed increase in nominal 
capital, or for the issue of authorised capital or for the making of 
any call upon shares, as the case may be, together with such 
further information as the Treasurer requires. 

With an application for consent to increase the nominal capital 
or to make an issue of the authorised capital of an existing company 
it is necessary— 
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(1) To furnish balance sheets and profit and loss accounts 
(certified by auditors) of the company for the last two 
years, together with a copy of the memorandum of associa- 
tion. 

To give particulars of the existing capital at the date of 
application, showing separately the nominal capital, sub- 
scribed capital, and paid-up capital, and the number and 
denomination of the shares. Preference and other shares 
should be stated separately and the extent of any prefer- 
ences defined. 

To give particulars of existing debentures and other like 
securities (if any), stating rate of interest and currency 
and whether specially secured. 

To state the amount of capital the company wishes to 
raise during the next twelve months, the number and 
denomination of the shares, and whether the said capital 
is to be subscribed privately, by the public, or by present 
shareholders. 

(5) To state if the issue of shares is to be made at par or at a 
premium and the estimated charges to be incurred in 
brokerage and underwriting. 

(6) To state the purpose for which any moneys raised by the 
issue are to be applied, or, if the issue is for a purpose 
other than the raising of money, the purpose of the issue. 


The Treasurer may, in his absolute discretion, consent to the 
application, or refuse to consent to it. Regulation 5 (2). 


Calls 


The Provisional Instructions state that as it is necessary for all 
companies to have the consent of the Treasurer before making 
a call on existing subscribed but not fully paid-up shares, com- 
panies requiring to make such call or calls should notify the 
Treasurer as early as possible. 

Where calls are being made at regular intervals, the Treasurer, 
on full particulars being given as to the anticipated necessary 
expenditure and the use for which the money is to be appropriated, 
will, if satisfied, grant permission for all calls required for six 
months in advance. 


Registration of and Raising of Money by Societies, Clubs 
or Associations 


An application for consent in connection with the registration 
of a society, club, or association, or for the raising of money by 
such a body having as one of its objects the pecuniary profit or 
gain of its members, should show— 


(1) The names of the officers or intending officers. 

(2) The objects of the society, club, or association. 

(3) Where it is proposed to raise moneys, particul:rs similar 
to those required in the case of companies. 
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Consent not Guarantee 


Regulation 5 (3) states that a company, society, club or associa- 
tion, or any person on its behalf, shall not, in furtherance of the 
objects of the company, society, club or association, make use 
of the consent of the Treasurer to any application. 

Regulation 7 states that a company, society, club or association, 
or any person on its behalf, which or who makes any intimation, 
whether orally, in writing or in any other way, of the fact of the 
Treasurer’s consent to an application under these Regulations 
shall include in the intimation a statement in the following terms 
or in terms of the like effect : 

“The fact that the Treasurer of the Commonwealth has 
consented to (here insert particulars of the matters consented 
to by the Treasurer) is not to be taken in any way asa 
guarantee of the actual or probable financial stability or 
success of the company (or society, club or association, as the 
case may be).” 

It should be observed that a company is not obliged to disclose 
that it has obtained the Treasurer’s consent. 


Securities, etc., not to be issued without consent 


Securities as defined by Regulation 2 includes shares, stock, 
bonds, debentures and debenture stock, but does not include bills 
of exchange or promissory notes. 


Regulation 6 (1) provides that a body, whether corporate or 
unincorporate, other than a partnership, shall not, without the 
consent in writing of the Treasurer, issue any securities or mort 
gage or charge the whole or any of its property or assets. 


Bank Advances 


Regulation 6 (2) provides that nothing in Regulation 6 shall 
prevent or affect in any way any transaction in respect of an 
advance made bona fide by any bank in the ordinary course of 
business, on such security as the bank usually requires, and for 
the purpose of enabling the body receiving the advance to mett, 
pending the receipt of its ordinary current revenue or income, 
expenditure which it normally meets from such revenue or income, 
provided the instrument executed to secure the advance— 


(a) specifies the bank by which the advance is made as the 
person to whom the amount of the advance is to be repaid; 

(b) is not transferable; and 

(c) provides for the repayment of the advance on demand. 


Securities issued by Corporate or Unincorporate Bodies 


The Provisional Instructions state that an application for cot- 
sent in connection with the issue of debentures or securities of 
a like kind, should show— 
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(1) The nominal value of the debentures or other securities 
proposed to be issued. 

(2) The rate of interest which it is proposed to pay. 

(3) The currency and denomination of the debentures or other 
securities. 

(4) Whether the debentures or other securities are to be 
secured over all or any of the assets of the body. 

(5) The purpose for which any moneys raised by the issue 
are to be applied, or, if the issue is for a purpose other than 
the raising of money, the purpose of the issue. 


Mortgages and Charges given by Corporate or 
Unincorporate Bodies 
An application for consent to mortgage or charge the property 
or assets of a corporate or unincorporate body should show— 


(1) The capital consideration for the proposed mortgage or 
charge. 

(2) The rate of interest which it is proposed to pay. 

(3) The term of the mortgage or charge. 

(4) The nature of the property or assets proposed to be 
mortgaged or charged. 

(5) The purpose for which any moneys raised by the mortgage 
or charge are to be applied or, if the mortgage or charge 
is not to be given for a present or future advance, the 
purpose for which the mortgage or charge is to be given. 


Registration of Companies not to be Removed without Consent 


Regulation 8 (1) provides that a person shall not, without the 
consent in writing of the Treasurer, take, or continue to take, any 
step towards the removal of the place of registration of a company 
from Australia to any place outside Australia. 

The consent of the Treasurer under Regulation 8 may be subject 
to such conditions as the Treasurer thinks fit and a person shall 
comply with all such conditions as are applicable to him. 

The Provisional Instructions state that an application for con- 
sent to the removal of the place of registration of a company to a 
place outside Australia should give full particulars of the proposed 
change and the reasons therefor. 


Officers’ Declaration of Secrecy 
Secrecy with regard to information furnished by the public is 
secured by Regulation No. 9, which requires every officer having 
duties connected with applications made under any of the Regula- 
tions to make, before entering upon his duties, a Declaration of 
Secrecy in the prescribed form. 


False Statements in Applications 


Regulation 10 provides that any person making, in connection 
with an application under the Regulations, a statement which he 
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knows to be untrue in any particular or which he makes without 
first making proper inquiries as to its truth is punishable as for 
an offence against the National Security Act 1939. 


Exemptions 
Regulation 11 provides that the Treasurer may, by order, 
exempt from the application of the whole or any of the provisions 
of the above Regulations any person, company, society, club, 
association or body, or class of persons, companies, societies, 
clubs, associations or bodies, or any security, mortgage or charge 
or class of securities, mortgages or charges. 


Advisory Board 
An advisory Board has been appointed to advise the Common- 
wealth Treasurer on the administration of the above Regulations, 
The members of the Board are: Sir Claude Reading, Sir Walter 
Massey Greene, Messrs. F. W. Eggleston, J. B. Chifley, J. H. 
Gosse, C. A. Norris, A. C. Lewis, J. M. Hardie and James 
McCann. 


National Service for Accountants 


There are several ways, apart from those specifically mentioned 
in our September issue, in which accountants may serve the com- 
munity in the present emergency. It is proposed to extend the 
scope of the Register of Accountants so as to include therein the 
names of those willing to undertake service in connection with 
patriotic appeals, and of those who are prepared to give assistance 
to members in practice who may be called up for naval, military 
or air force training. 

Service in connection with patriotic appeals is one kind of service 
for which accountants are particularly well equipped. In this 
work, members of the Institutes resident in the smallest centres 
may usefully take part. 

In view of recent announcements of the intensification of 
military training in Australia, it appears likely that many prac- 
titioners, particularly the younger men, will need assistance in 
carrying on their practices whilst they are engaged in duty with 
the fighting services. In Great Britain, a plan is being evolved by 
which such men may be brought into contact with those who art 
willing to assist them, and it is hoped that it will be possible for 
the Institutes to perform a similar service for members in Australia 
The exact nature of the arrangements made will, of course, be 2 
matter for agreement between individuals. The Institutes will do 
all that they can in bringing the parties together. 

The form of questionnaire on which the Registers will be con- 
piled has not yet been settled, but the questionnaire will b 
forwarded by the Registrars to all members at the earliest possible 
moment. 
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Refinements of Draughtsmanship 
By A. A. FitzGERALD 


Some years ago, The Accountant, in reviewing the form of the 
published accounts of an important Victorian company, commented 
on what it regarded as the absence of refinements of draughts- 
manship in the construction of the balance sheet. These comments 
were mentioned in a newspaper article by the present writer, and 
the opinion then expressed, that the criticism applied generally 
to Australian company balance sheets, has since been quoted by 
several writers. 

In recent years improvement in the form of company balance 
sheets in this country has become increasingly noticeable. To 
some extent the improvement has been due to changes in company 
legislation, particularly the Victorian Companies Act 1938. But, 
even allowing for the fact that many desirable reforms in pub- 
lished accounts have been brought about by legislation, there is 
still room for the exercise of skill in balance sheet draughtsman- 
ship, since many details are left by law to the discretion of company 
directorates. It may be said that the legislation has dealt with 
the content rather than the form of accounts. And rightly so, for 
in this way the skill of the craftsman is left unfettered by rigid 
rules. 

The receipt of a copy of the latest balance sheet of the company 
to which The Accountant referred—The Myer Emporium Ltd.— 
is a welcome reminder of the great improvement in balance sheet 
draughtsmanship that has taken place. This company is a holding 
company ; there are minority interest in some of its subsidiaries ; 
inter-company holdings of shares are taken into the balance sheets 
at values which differ from their par values, and the companies 
have different balancing dates. In short, there are all the compli- 
cations which have been urged as objections to the consolidated 
balance sheet form. Yet the company has presented to its share- 
holders a consolidated balance sheet which ranks with the best 
models of company accounts. Not only is the consolidated balance 
sheet an excellent example of the manner in which the law may be 
complied with, but other refinements have been introduced into 
the accounts. 

In both the balance sheet and the profit and loss account of the 
holding company, the previous year’s figures are given by way of 
comparison; assets and liabilities are satisfactorily grouped, and 
the groups shown in logical order; the misleading sub-titles, 
“Assets” and “Liabilities,” have been dispensed with; figures are 
stated to the nearest pound (thus making the statements easier 
to read and removing the impression of spurious accuracy) ; and 
the proposed final dividends are brought into the balance sheet 
as Current Liabilities. The company and its accountants may be 
justifiably proud of the accounts, to the form of which close 
attention has evidently been given. 
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One point of apparent inconsistency arouses interest. The 
Victorian Companies Act provides, inter alia, that the profit and 
loss account shall show separately the balance of profit for the 
year from the company’s trading, Directors’ Fees and deprecia- 
tion written off. 

In the profit and loss account of the holding company, the 
following item appears on the credit side: 

“Profit, after deducting all General Charges and Manage- 
ment Expenses, including Bad Debts, Directors’ Fees, £3,705, 
and Provision for Depreciation on Fixed Assets, £87,344.” 

In the consolidated profit and loss account, however, the credit 
item reads: 

“Profit from Trading after deducting all General Charges 
and Management Expenses, including Bad Debts.” 

Directors’ Fees and Depreciation on Fixed Assets appear as 
separate items on the debit side. 

The precise way in which the separate statement of the items 
specified in the Act may be shown is, more or less, left to the 
discretion of directors, and opinions will differ as to the best way 
of complying with the Act. The preference of the present writer 
is for the form used in the profit and loss account of the holding 
company, since that form does show clearly and separately the 
balance of profit for the year from trading. 

In the form used in the consolidated profit and loss account, the 
balance of profit from trading is not separately shown, though of 
course it can easily be arrived at. The form of the published 
accounts of the more important companies is likely to have a 
profound influence on the developing technique of balance sheet 
construction in this country. One could have wished that the 
lead given in the accounts of the holding company had been 
supported by a similar treatment in the consolidated account. 
But, after all, this is a point of little significance, which does not 
derogate from the value of these accounts as a convincing demon- 
stration of the fact that balance sheet construction can be an art 
in which the skilful craftsman may delight. 





Articles in Overseas Journals 


The Accountant 


August 19, 1939: The Accountant and the Community, by W. N. 
Bubb. Summary of Evidence in the McKesson & Robbins 
Case—III. 

August 26, 1939: The Audit of Machine-written Accounting 
Records—I, by A. W. A. Howell. Summary of Evidence in 
the McKesson & Robbins Case—IV. 

September 2, 1939: The Audit of Machine-written Accounting 
Records—II, by A. W. A. Howell. Summary of Evidence in 
the McKesson & Robbins Case—V. 
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September 9, 1939: The Audit of Machine-written Accounting 
Records—III, by A. W. A. Howell. Summary of Evidence 
in the McKesson & Robbins Case—VI. 

The Journal of Accountancy 

September, 1939: Accounting in the Public Interest, by E. B. 
Wilcox. Services of Public Accountants to Public Bodies, 
by G. C. Hurdman. Accounting Reports and Their Meaning 
to the Public, by C. G. Blough. Economic Theories of Good- 
will, by G. A. D. Preinreich. Accounting for Hospital Invest- 
ments, by R. W. Peters. 


The Canadian Chartered Accountant 
September, 1939: The Learned Judges and the Auditor, by 
E. F. Jeal. 


The Cost Accountant 
August, 1939: Labour as a Cost Element, by F. Nuttall. 


Statistical Methods as Applied to Accounting 
Reports 
By A. A. FitzGERALD 


V. THe MEASUREMENT OF DISPERSION 

In the previous article in this series (see October issue, p. 158), 
the uses of various kinds of averages were considered, and it was 
shown that any kind of average in itself can present but an incom- 
plete picture of the data which it is intended to represent, unless 
the variations of the individual items from the average (known as 
Dispersion) are also considered. 

An instance was given, on p. 168, of three series of numbers 
which had the same arithmetic average, but which were obviously 
essentially different in the extent of the variations of the items 
in each series from that average. 

We may thus have series with the same average, but with 
different dispersions. We may also have series with the same 
dispersion but with different averages. For example, consider 
the following series of numbers: 

Items Series A Series B 
95 45 
85 35 
105 55 
100 50 
115 65 


i eee 250 


Arithmetic Averages . .. 100 50 
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The deviations of the items from the respective averages in 
these two series are as under: 


Items Series A Series B 
©. iE napa un wee. e a ee — § 
aan éh kan de 06 Sx ea ee —15 
iy <a ue aw Heres 5 5 
Se ai-ee Sie ew 0 0 
ee ee er eee ee 15 


Thus, though the arithmetic averages are different, the disper- 
sions are identical. 

Clearly, then, since we may have either the same average with 
different dispersions, or the same dispersions with different 
averages, averages alone are a defective basis for comparison of 
two series.? 

Our discussion of the use of averages was concerned with the 
attempt to express in concise form the characteristic features of 
a series. Averages of the various kinds considered are concise, but, 
as we have seen, they are not sufficiently characteristic. We need, 
in addition, some concise expression or measure of dispersion 
unless, indeed, we are to abandon altogether the attempt to find 
a concise yet characteristic statement of a series.2 This measure 
of dispersion is not itself a complete picture; it is rather a supple- 
ment to the average. 

Let us, then, turn our attention to the ways in which dispersion 
may be measured. 

There are four commonly used measures of dispersion: 


i. The Range—the difference between the maximum and 
minimum values of the items in the series ; 

ii. The Average Deviation—the arithmetic average of the 
deviations of the items in a series from the median of the 
series ; 

iii. The Quartile Deviation—the arithmetic average of the 
differences between the median of a series and the upper 
and lower quartiles of the series. The quartiles are the 
points which divide the items in the series (when arranged 
in order of magnitude) into four equaliparts, just as the 
median divides a series similarly arranged into two equal 
parts ; 

iv. The Standard Deviation—the square root of the arithmetic 
average of the squares of the deviations of the items in a 
series from the arithmetic average of the series. This 
measure is sometimes called the reo:-mean-square devia- 
tion, an apt term which the student should note, for the 
Standard Deviation is an i:nportant statistical device, and 

1. The point is given practical expression in the sound accounting practice (recently 
made mandatory by the Victorian Companies Act 1938) that in statements of past profits 
appearing in a prospectus, the results of each’ year must be separately stated, averages being 
regarded as likely to be misleading. 


2. The degree of symmetry—as well as dispersion—may also need to be measured. This 
will be considered later. 
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this way of describing it is a useful way of remembering 
the apparently complex manner in which it is calculated. 
The methods of calculation of these. four measures may be 
explained by the following series (which were those used in the 
article in the October issue, p. 168, to illustrate the incompleteness 
of averages as a picture of the data). 
Series A Series B Series C 
300 120 109 
100 130 108 
50 100 111 
25 110 110 
75 90 112 


Totals 550 550 550 


Arithmetic 
Averages 110 110 110 
1. The Range 


The differences between the maximum and minimum values of 
the three series are: 








Maximum Minimum Difference = 
Value Value Range 
Series A .. .. .. 300 :25 275 
Series B .. .. .. 130 90 40 
Series C .. .. .. 112 108 4 


2. The Average Deviation 
The arithmetic averages of the deviations of the items in the 
three series from the medians of the series are: 
Series A Series B Series C 
Median 75 110 110 





Deviations 300—75=225 120—110=10 110—109=1 
of Items 100—75= 25 130—110=20 110—108=2 
from the 75—50= 25 110—100=10 111—110=1 
Arithmetic 75—25= 50° 110—110= 0 110—110=0 
Average 75—75= 0 -110—.90=20 112—110=2 


Sum of 
Deviations? 325 60 6 


Arithmetic 

Average of 

the Deviations 

= Average 

Deviation 65 12 1-2 











3. Notice carefully that in summing the deviations, the signs are ignored; that is to say, 
the sum of the deviations is mot the excess of the deviations above the median over the 
qratiens below. the median, but simply the total of all' deviations whether above or below 

median. 
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3. The Quartile Deviation 
The arithmetic averages of the differences between the medians 
and the upper and lower quartiles of the three series are 
calculated as under: 
Lower Upper 
Quartile Quartile 
Items in i = Item at = Item at 


Order of One-fourth Three-fourths 
Magnitude Position Position 


50 


Series A .. 


Series B .. .. 


120 
130 


Series C .. .. 108 
109 
110 
111 
112 


Calculation of Quartile Deviation 


Median Upper Average 
— Lower Quartile = Quartile 
Quartile — Deviation Deviation* 


See BE occ 2B 25 25 
Series B .. 2. « 10 10 10 
Series C 1 1 1 


Arithmetic 


. The Standard Deviation (Root-Mean-Square Deviation) 
The square root of the arithmetic averages of the squares of 
the deviations of the items of the three series from the arith- 
metic averages of the series is calculated as shown on p. 237. 


Let us now summarise the various measures of dispersion which 
we have calculated from our three series, before proceeding to 
discuss the relative merits of the measures used. 

The measures calculated are: 


Series A Series B Series C 
DE ce ee ak oe oe ae 40 4 
Average Deviation. .. 65 12 1:2 
Quartile Deviation . .. 25 10 1 
Standard Deviation .. 98:235 44-721 1-414 
4. For method of calculating the Median, Upper and Lower Quartiles in a frequency 


distribution (a series of items arranged according to ihe numbers appearing in various groups 
or class intervals) see H. J. Wheldon: Business Statistics and Statistical Method, Chap. XIV. 





be 
z 
< 
= 
Z 
~ 
) 
oO 
Oo 
< 
a 
~ 
io 
be 
wn 
~ 
< 
ie) 
ee 
be 


posenbs 
suonjenay 


COLT) 
esesvay 


*HeuIpay 
wos} 
suoTzeLAdg 


‘oO SaIaas 


pesenbs 
SUOI}EIAICT 


0Z— 
0 


0z 
Ol 


(OIT) 
wsesIAYy 
WpeWIAIIy 
wos} 
SUOTFELAIGT 


‘d SHTAAS 


St2-86 -* °° 
fo sasonbs fo abossap 


"+ suospuaec 


gyamyjup fo yooy asvnbs 


0S96 


fo 


* suoynuagq fo sasonbs 
sbvivap 8 oyamyyup 


OSZ8r pasonbs suoynimagq fo ung 


SzzI 
S222 
O09¢ 
OOT 
OOT9E 


posenbs 
SUOIZELAIG 


= 
> 
0o9 — 
os 
061 


(OIL) 
aseswAay 
spammy 
wos} 
SUuOI}eLADCT 


‘V SaraasS 





238 THE AUSTRALIAN ACCOUNTANT NOV. 


Each of these measures clearly indicates the varying nature of 
the three series (which was concealed in their identical arithmetic 
averages). But some explanation is necessary as to why the four 
measures we have used themselves present such diverse pictures 
of the nature of the three series. 

Referring back to the methods by which the four measures of 
dispersion were calculated, it will be evident that they fall into 
two classes: 


(a) Measures which are calculated by reference to some only 
of the items in the series. These are the Range (which is 
calculated by reference to the two extreme items only) and 
the Quartile Deviation (which is calculated by reference 
to the Quartiles only).® 

(b) Measures which are calculated by reference to all the items 
in the series. These are the Average Deviation and the 
Standard Deviation. 


The Range has the advantage that it is easily calculated. It has 
its uses in such common expressions as a range of prices or of 
interest rates, and for any series provides a rough measure of the 
spread of the items. Its uses, however, are limited by its depen- 
dence on the extremes, and in any case where the extremes are 
exceptional items it is not desirable to use it. In Series C, for 
example, the Range is a satisfactory measure becatise there are 
no violently abnormal items in the series; in Series A, it is much 
less satisfactory. 

The Quartile Deviation is not affected by the extreme items, 
It also is a rough measure, though not so likely to prove unsatis- 
factory as is the Range, because it measures the spread of those 
items which fall within the first-quartile and the third quartile, 
in other words, the central items, thus disregarding abnormalities 
at both ends of the scale. 

The Average Deviation, by using each of the items in the series, 
naturally produces a more exact measure of the deviations of the 
items from the ayerage of the. series. Its calculation is a simple 
matter, except in fréquency distributions, where, however, a short 
method of calculation may be used,® an arbitrary “origin” or 
median being employed and a subsequent correction made to the 
result. As pointed out above, in the calculation of this measure, 
the deviations’ are summed ‘without regard to whether they are 
deviations above or below the median of the series. This is a 
logical objection to the use of this measure, and _ statisticians 
generally prefer the Standard Deviation, in spite of the longer 
method of calculation which. it involves. 

The Standard Deviation, like the Average Deviation, takes into 
account every item in the series. The process of squaring the 

5. The essential ‘similarity of the method of calculation of the Range and the Quartile 
Deviation is emphasised by -the -fact that, the latter is sometimes called the Semi-interquartile 


Range. ote 
6. See E. E. Day: Statistical. Analysis, p. 167. 
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deviations before summing them eliminates the negative signs, 
and the sum of the squares has a definite mathematical meaning. 
When further mathematical analysis of the data is to be under- 
taken, the use of the Standard Deviation is inescapable." 


Co-efficients of Dispersion 

The measures of Dispersion so far considered are, it will be 
evident, measures of the absolute amount of deviation. For 
example, the Standard Deviation of our Series A is 98-235, while 
the Standard Deviation of Series C is 1-414. These are measures 
of the extent to which the items in the two series vary from the 
arithmetic averages of the respective series. The Standard Devia- 
tion of Series A is, roughly, seventy times as great as that of 
Series B. But this does not necessarily indicate that the Disper- 
sion of Series A is seventy times as significant as that of Series B. 
As it happens, in this particular instance, the relationship between 
the two Dispersions is of the order of seventy to one, but only 
because the arithmetic averages of the two series (from which the 
Standard Deviation were measured) are identical. Let us take 
another case in which the arithmetic averages are not the same. 
Suppose that the profits of two concerns for the past five years 
are as under : 

Profits 


Year Concern A Concern B 
£ £ 
1,000 250 
1,500 300 
1,250 150 
2,000 200 
1,000 150 


The Standard Deviations of the two series are: 


Concern A Concern B 
Deviation Deviation 
’ from rom 
Year Profit Arithmetic Deviations Profit Arithmetic Deviations 
Average Squared Average 
(1,350) (210) 


1,000 —350 122,500 250 40 
1,500 150 22,500 300 90 
1,250 —100 10,000 150 —60 
2,000 650 422,500 200 —10 
1,000 —350 122,500 150 —60 


Sum of Deviations 


Squared . . . . 700,000 


7. For a ‘more detailed discussion of the merits of the four measures, see Riggleman and 
Frisbee: Business Statistics, Chap. IX 
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Arithmetic Average 
of Deviations 
Squared . . . . 140,000 3,40 


Standard Deviation 374-17 58-31 


Thus the Standard Deviation of the series of profits of Concern A 
is more than six times as great as that of the series of profits of 
Concern B. As a statement of absolute dispersion that is true; as 
a statement of relative dispersion it is misleading, since a deviation 
of 37417 from an average of 1350 is not six times as significant 
as a deviation of 58-31 from an average of 210. 

When it is desired to compare the dispersions of two series in 
this way, some measure of the relative dispersion should be used. 
These measures of relative dispersion are known as Co-efficients 
of Dispersion, or Co-efficients of Variation. Obviously, in order 
to indicate relative significance, it is necessary to relate the measure 
of absolute dispersion to the average from which the measure has 
been developed. The way in which this is done is to express the 
measure of absolute dispersion as a percentage of the average used 
in calculating the measure of dispersion. 

The co-efficients of dispersion are, therefore, calculated as 
under : 


(a) If the Average Deviation has been used, by expressing the 
average deviation as a percentage of the median; 

(b) If the Quartile Deviation has been used, by expressing the 
Quartile Deviation as a percentage of one-half of the sum 
of the first and third quartiles; 

(c) If the Standard Deviation has been used, by expressing the 
Standard Deviation as a percentage of the arithmetic 
average.® 

For the two series of profits, of which we have just calculated 

the Standard Deviations, the Co-efficients of Dispersion obtained 
from the Standard Deviation would be: 
Concern A Concern B 
£ 

Arithmetic Average .. .. 1,350 210 

Standard Deviation .. .. 374°17 58°31 

Co-efficient of Dispersion— 

S.D. X 100 374-17 « 100 58:31 x 100 
Arithmetic Average 1350 210 
= 27:72% = 27:77% 
_ So that, instead of the dispersion of the one series being rela- 
tively six times as great as that of the other (as the measure of 
dispersion made it appear) the dispersions of the two series are, in 





8. For illustrations of the method of calculation of these three Co-efficients, Rigglemaa 
and Frisbee: Business Statistics, pp. 180-181. ny, Stawp, Crnsticionen ton Bie 
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fact (as shown by the Co-efficients of Dispersion) of practically 
identical significance. 

Probably the reader has by this time begun to question the 
practical use in accounting analysis of these measures of co-efficients 
of dispersion. Though consideration of their practical uses must 
be deferred for the present, both because of space considerations 
and because nothing has yet been said of what are known in 
statistical method as time-series, it should not be imagined that 
the study of Dispersion is an academic amusement. On the con- 
trary, as will be shown in later articles, measures and co-efficients 
of Dispersion are indispensable tools to the statistician. There is 
no reason why they should not be equally useful to the analytical 
accountant. 


Symmetry and Skewness 


We have seen that averages of various kinds may be used to 
epitomise long series of values, that an average, by itself, cannot 
provide a completely characteristic picture of a series, and that 
it needs to be supplemented by a Measure of Dispersion. This 
discussion should not be closed without a brief reference to another 
aspect of summarisation of statistical data to which statisticians 
find it necessary to give attention. The reference need only be 
brief, since the aspect in question is not likely to be of vital impor- 
tance in the analysis of accounting data. 

Series may have the same arithmetic average and similar Stan- 
dard Deviations, and yet they may be essentially dissimilar in 
the degree of symmetry or of lopsidedness with which the items 
in the series are arranged about the averages. 
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Frequencies o. 8.6 é. d. 


Symmetrical Frequency Positive Skewness— Negative Skewness— 
Curve. Curve Skewed to Curve Skewed to 
Right. Left. 


The degree of regularity of distribution of the items in a series 
can most readily be seen by drawing a frequency curve of the 
series. In a perfectly symmetrical distribution, the median, the 
mode and the arithmetic average will all fall in the same position, 
and the curve will fall away from this high point in symmetrical 
fashion on either side. 

In the unsymmetrical series, the curve will be “pulled” either to 
the left or to the right. This unsymmetrical distribution is known 

a 
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as Skewness, and it may be measured both absolutely and relatively, 
just as Dispersion is measured. 

The effect of Skewness is to produce a disparity between the 
median and the arithmetic average and the mode, and to bring the 
median closer to one of the quartiles than to the other. 

The measures of Skewness are based on these effects—that is, 
Skewness may be measured absolutely by: 


(a) The difference between the Arithmetic Average and the 
Mode. The direction of the Skewness will be indicated by 
the nature of this difference. If the arithmetic average is 
greater than the Mode, the distribution is skewed to the 
right, if the Mode is greater than the arithmetic average, 
the distribution is skewed to the left. The absolute measure 
of the Skewness in indicated by the size of the difference. 

(b) The difference between the sum of the quartiles and twice 
the median. 

The co-efficients of Skewness, or relative measures, are developed 

from these absolute measures, in the following ways: 

(a) Arithmetic Mean minus Mode, divided by average devia- 
tion. 

(b) Sum of Quartiles minus twice the Median, divided by the 
quartile deviation.® 

The next article in this series will take up the question of the 

study of trends. 


9. See S. Hays: 4m Outline of Statistics, Chap. VIII. 


Towards Brighter Law Reports 
By J. A.’L. Gunn, F.1c.a. 


Mr. W. R. Dovey, K.C., suggested at the recent Fourth Law 
Convention that members of the profession who practice the 
more serious side of the law should endeavour to enliven the 
proceedings a little (13 A.L.J. 150). It is suggested by the 
present writer that reports of cases in newspapers and journals 
of general interest should also be enlivened, in the hope that they 
will be more widely read. In this respect, the heading to the note 
plays an important part, but the selection of attractive headings 
requires a skill in journalism which I have not yet acquired. 
I have, however, endeavoured by the use of alliterative and other 
nonsensical titles to make the following notes a little less gloomy. 
For example, the official heading to the case of Broome and 
another v. Pardess Co-op. Society etc., Ltd. is “Contract— 
Implied terms—Business efficacy—Broker’s contract—Sale of 
fruit by agent—Advances to grower by agent—Shipment un- 
sound on arrival and unsaleable in market—Implied term that 
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fruit on arrival to be of merchantable quality.” If I had used 
this heading it would have attracted only a handful of readers, 
whereas by using our retort to the wayside vendors of oranges, 
eggsy-cook and other two-for-a-half comestibles in Egypt and 
Palestine, I have attracted to the report all those readers who, 
as members of the A.I.F., served those countries in the Pen- 
ultimate Great War. 





TRANSFER OF CONTRACTS OF PERSONAL SERVICE UPON 
RECONSTRUCTION OF COMPANY 


Section 154 of the English Companies Act, s. 134 of the New 
South Wales Act, s. 154 of the Victorian Act, s. 172 of the 
South Australian Act, and s. 162 of the Queensland Act contain 
provisions for facilitating the reconstruction and amalgamation 
of companies. The Court may make provision, inter alia, for 
“the transfer to the transferee company of the whole or any 
part of the undertaking and of the property or liabilities of any 
transferor company.” By s. 154 (4) “property” includes property, 
tights and powers of every description, and “liabilities” includes 
duties. 

It is a general rule that contracts of personal service cannot 
be assigned, but it has recently been held by the English Court 
of Appeal in Nokes v. Doncaster Amalgamated Collieries Ltd. 


[1939] 2 All E.R. 668, that the words of s. 154 of the English 
Companies Act are wide enough to cover a contract of service 
which may therefore be included in a general assignment of all 
the property of a company about to be dissolved to a new 
company formed for the purpose of taking over the business 
of that company. 





SuppEN SHock Starts Cyciist’s Sut 


A bullock, having been transported in the lorry of the first 
defendants, was being delivered at the premises of H a 
butcher. The intention was to drive the bullock out of the lorry 
into a dark passageway leading to a yard at the back of the 
premises. The lorry could not be brought right up to the 
entrance of the passageway, and to prevent the bullock from 
escaping into the street there were two wing gates on the lorry. 
These, however, did not nearly reach the mouth of the passage, 
and in the gap on one side H placed himself and in the gap 
on the other side an employee of H was placed in order to 
prevent the escape of the bullock into the street. The animal, 
however, broke past the butcher’s boy and dashed down the 
treet and deliberately ran straight at the plaintiff, knocking him 
off the bicycle which he was riding, and injuring him. A cycling 
wlice sergeant went to the plaintiff’s assistance, whereupon the 
bullock charged him. The sergeant, whose girth and training 
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did not qualify him as a toreador, beat a hasty but excusable 
retreat. There was no proof of scienter.1 Held: The facts did 
not establish such negligence on the part of the defendants as 
would render them liable in damages, apart from proof of 
scienter. Lathall v. A. Joyce & Son and others [1939] 3 All 
E.R. 854. 


1. i.e., the accident happened knowingly; in this case the prior knowledge of 
the owner of the bullock that it shared my intense dislike of bicycles—in fact, one 
of the few differences between a bullock and myself is that I am sociable but not 
gregarious, whereas he is the reverse. 

Quite the best “bull” of recent times is contained in the October, 1939, issue 
of the Reader’s Digest. There is a competition on p. 58. Among other things, the 
reader is asked to name the young of a number of animals, e.g., Dog: puppy. 
For the young of “bull,” the model answer on p. 110 gives “‘bullock’’! 





ORANGHIES MoosHQUuIES 


The plaintiffs, a firm of London fruit brokers, entered into a 
contract with the defendants, who were producers of oranges 
in Palestine, to sell the defendant’s oranges in London, on the 
terms that in any event they should advance to the defendants 
7/6 per case, and that on sale their charges should be 6d. plus 
7% per cent. gross per case, all surplus on sale above 7/6 per 
case to be remitted to the defendants. During the growing 
season covered by the contract the weather had been abnormally 
wet, with the result that the oranges, though apparently shipped 
in good condition, were, on arrival in London, to a large extent 
unsaleable, and such as were saleable required repacking. The 
plaintiffs were consequently unable to sell the oranges in the 
market, and being bound to pay the defendants the guaranteed 
advance, suffered a considerable loss. They thereupon brought 
an action for damages, and contended that there was an implied 
term in the contract that the goods would be of merchantable 
quality, so that they could be sold in the ordinary course of 
business. The defendants contended that the contract was con- 
plete in itself, and that no term could be implied to give business 
efficacy to it. The English High Court held that the parties 
were acting in a common interest for the purpose of selling the 
defendant’s goods, and there must be implied in the contract a 
term that the goods should be in such a condition as to be saleable 
in the London market. Broome and another v. Pardess Co-opert- 
tive Society etc. Ltd. [1939] 3 All E.R. 978. 





SPILLING SACKS AND Sorry SEQUEL 


A boy of seven years of age ran out from the pavement 
towards a lorry and trailer, laden with sacks of sugar, for the 
purpose of catching some of the sugar escaping from one of the 
sacks, At the time he ran out, the lorry had passed him, but not 
the trailer. He was injured by the trailer running over his left 
foot. The leakage of sugar was not due to any act of the boy 
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or of other boys, but was due to damage suffered by the bags 
dither during unloading from the ship or during loading on 
the lorry. The lorry was proceeding at a reasonable speed, and 
the driver had kept a proper look-out. There was a look-out 
man on the lorry, and, while he was in no way negligent, he was 
not in a position to see the boys approaching the lorry, and to 
warn them to keep away. The practice of the boys to run after 
sich lorries was well known, and the driver had frequently had 
trouble with them. Nothing had been done to cover or protect 
the sacks in any way, or to prevent the sugar from escaping on 
to the roadway. On these facts the English High Court held 
that the lorry was an allurement to the infant plaintiff, and a 
concealed danger to him. The infant plaintiff was lawfully on 
the highway, and in collecting the sugar he was merely indulging 
the natural instincts of a child of his age, and was not guilty of 
contributory negligence. The defendants had placed a manifest 
allurement to children upon the highway with an insufficient 
number of look-out men, and were liable in damages for the 
injury to the infant plaintiff. Culkin v. McFie & Sons Ltd. 
[1939] 3 All E.R. 613. 





GuM-TREE, GUTTER, GALE AND GRIEVANCE 


The following statement is made in Vol. 24, Halsbury’s Laws 
of England, 2nd Ed., para. 76:— 

“Owners or occupiers of land are legally entitled to use or 
occupy their land for any purpose for which it may in the 
ordinary or natural course of the enjoyment of land be used or 
occupied, and they are not responsible for damage sustained to 
the property of others through natural agencies operating as a 
consequence of such ordinary and natural use or occupation... .” 

In Molloy v. Drummond [1939] N.Z.L.R. 499, M. and D. 
were neighbours whose lands adjoined each other. On D.’s land 
grew a gum tree, which was not planted by him, and was growing 
before M.’s house was built, and which did not project over M.’s 
land. In a strong wind, nuts, leaves and twigs from the tree 
fell on M.’s roof, made a noise, and blocked his rain-pipes. The 
New Zealand Supreme Court held that D. was not liable to M. 
it respect of such annoyance. 





PROPRIETOR OF Property ADJOINING PavEMENT Must 
PrRoTECT PRUDENT PEDESTRIAN 


The owner of certain houses with gardens in front of them 
converted those houses into shops. The walls enclosing the 
gardens were taken down and the land which had constituted the 
gardens was thrown into the pavement, though it was at no time 
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dedicated to the public. This land was asphalted. The plaintiff, 
when walking on the land in front of the shops, fell and was 
injured by reason of the want of repair of the asphalt in which 
there were shallow cavities. The plaintiff was not going to or 
coming from the shop in front of which the accident happened. 
The reason for the accident was that the surface of the asphalt 
was different from, and worse than, the surface of the adjoining 
pavement, and there was nothing to indicate that there was any 
difference between the two. Held, by the English High Court, 
that (i) the tenants of the shop were not liable, since the 
asphalted land was not, upon a proper construction of the 
tenancy agreement, included in the land demised thereby; (ii) 
the freeholder had failed in her duty to keep the property safe 
for persons using the highway and was liable in damages to the 
plaintiff. Owens v. Thomas Scott & Sons (Bakers) Ltd. and 
Wastall [1939] 3 All E.R. 663. 





PAYMENT WITH A THANKFUL AND Joyous HEART— 
But WHEN? 


A debt was barred by the Statute of Limitations unless the case 
was taken out of the statute by reason of a letter written by the 
debtor in which the following material passages occurred :— 

“I want you to know that our liability to you is in no way for- 


gotten and that it will ultimately be sent to you. The question 


? 


existing in our minds is when. . 
“I assure you that at the first opportunity you will be repaid 
with a thankful and joyous heart.” 
Held: That the letter contained both an acknowledgment of the 
debt and an unqualified promise to pay, and took the debt out of 
the statute. Brown v. Adams [1939] N.Z.L.R. 226. 





SEED-MERCHANT SATISFIES STATUTE 


When a creditor sends his account to his debtor and complains 
that several previous applications have been unreasonably ignored, 
and threatens legal proceedings, and the debtor replies in the 
following terms— 

“I have to thank you for your great consideration and 
patience. Things are beginning to look brighter for the 
coming year. At the first opportunity I will come in and 
see you’ — 

the reply is an acknowledgment of indebtedness which implies 
a promise to pay, and accordingly takes the debt out of the Statute 
of Limitations, leaving the amount of the debt to be proved. 
Arthur Yates & Co. Ltd. v. Whitham and others [1939] 
N.Z.L.R. 470. 
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The Social Background in Business Finance 
By W. Ian Porter, B.Ec. 





(A lecture to the Commonwealth Institute of Accountants, 
Victorian Division) 


When your Division paid me the compliment of asking me 
to lecture to you on— 

“The social background in business finance, including a 
treatment of the influence of Banking Policy and the Loan 
Council on the supply of funds for investment,” 


my first impression was—and I must confess that I have still 
the same opinion—that the title given to this Lecture could 
be interpreted in two ways, neither of which would be very 
satisfactory from a lecturer’s point of view. The area could 
be so wide as to prevent any comprehensive treatment of the 
subject matter, or it could be so particularised as to result in 
a highly technical and perhaps uninteresting discourse. 

I have therefore tried to steer a somewhat difficult passage 
between these two extremes of treatment, and any inadequacies 
that might appear I will attribute to the alibis I have given you. 

It might be said that nowadays the business man—and this, 
I hope, includes the Public Accountant—finds that he needs a 
much wider knowledge of banking and economics generally 
than was the case a few years ago. The circumstances of the 
great depression and the upsets of subsequent years have forced 
upon us problems which have a personal interest for us, and in 
the solution of which we all have something at stake. It 
might be said, therefore, that the operations of the financial 
system are no longer a mystery to the average business man. 
He understands in a general way that the state of the money 
market, or the trend of banking policy from time to time, is 
affected by certain broad considerations. In some cases, he may 
go so far as to inform himself upon these considerations, and to 
endeavour to elucidate from the maze of intricate data that is 
constantly being supplied in the Press and elsewhere, the likely 
course of events affecting his particular business, or his particular 
profession. 

On the other hand, the administrators of our financial system, 
and of our banking system in particular, have become much 
more alive to their responsibilities. Whereas 10 years or less 
ago the average Banker was prepared to accept the situation 
lor granted, he has now to be able to give a comprehensive 
account to his customers, his depositors, and probably also to 
shareholders, of his actions. 

Furthermore, the subject of banking policy has become a 
political one. In Australia, two Federal Elections at least have 
been fought largely upon this subject. 
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We start then with the assumption that the general nature 
of the social background of the financial system is understood 
by most business men, and certainly by all public accountants, 
It is hardly necessary for me here more than to mention the 
institutions which are responsible for the operation of the 
system. We have the Banks with their leader—the Common- 
wealth Bank; the Savings Banks; the Insurance Companies; 
Trustee Companies; the Stock Exchanges, and quite a variety 
of other organisations of lesser importance who are responsible 
in the main for the collection of the community’s savings and 
the wherewithal for financing business. 


The Growing Social Importance of Monetary Matters 

It is of interest—and particularly in view of the apparent 
emphasis in the title of our Lecture on the word “social’— 
to pause for a moment to consider the more fundamental 
considerations upon which the financial system is based. Until 
20 years ago, the business of conducting the system was regarded 
as being mainly the province of private enterprise. At that 
time, even Central Banks in the world were mainly controlled 
by private interests, or were at least oriented in their policy 
toward the general interests of the private banking system. We 
have, however, seen a very definite change in the underlying 
motives which have prompted the actions of the financial systems 
of the world, including of course the Australian. This change 
has been enforced, not by any inherent weakness in the financial 
system as previously conducted, but by the fact that the financial 
problems of the world have become such that they have extended 
beyond the sphere of private interests, and have of necessity 
become a matter for social, or, at least national, concern. 

The type of system that has been developed in various 
countries has varied with the circumstances of each country. 
We have in some parts of the world almost a complete totali- 
tarianism in finance, as in politics. The financial systems of 
Russia, Germany, Italy, and, to a lesser extent, of Japan, are 
almost essentially parts of the whole politico-economic systems 
of those countries. The financial system must respond to 
meet the dictation of the necessities—political or economic, as 
the case may be—of the State. 

In other countries where a more definitely democratic form 
of Government exists, we find that the financial systems are 
correspondingly run on systems of looser control with less 
direct contact with the State. 

But even in these instances, however, the activities of the 
financial system, we find, have become more and more subject 
to broad general policy in which the main considerations are 
not always monetary, and in many instances not always economic. 
We have, for instance, the growth of State influence in American 
finance, and the rise of Treasury control in the United Kingdom, 
e.g., the Equalisation Fund. 
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The main consideration which we have to consider to-night 
is not a political one, but, in the main, the general effectiveness 
of the financial system wherever it may be in its particular 
sphere of activity. It is not difficult for us in a country such 
as Australia to be attracted by the form of financial control 
in force in other countries, where very striking results have 
been obtained in one direction or another, and to be prompted 
to enquire whether the natural development of our system should 
not lie along the general direction of totalitarianism. 


The Question of Government Control 


In all countries, democratic or otherwise, the part played 
by Governments in the operation of the financial system is 
large, and the problem in essence for us is not as to whether 
we should have Government control or not, but as to the extent 
to which the influence of the State, and particularly the influence 
of politics, should play in the conduct of the system in the 
interests of its efficiency. There is no doubt that the ultimate 
responsibility for monetary matters, as in all socio-economic 
questions must be vested in the State. In the event of a major 
crisis as in 1931, or during a War, conditions will arise in 
which Government action alone can meet the situation. But, 
in the ordinary course of events, there is nothing to suggest 
that the maximum degree of public control of a financial system 
is a desirable thing. In monetary matters, and in the sphere 
of banking in particular, there is perhaps greater scope than 
in almost any other area of business activity for those finer 
judgments which seem possible only where we have predominately 
the interest of private gain, or more particularly the avoidance 
of private loss. 

Decisions of Bankers, in a democracy at least, must be free 
of the desiccating and stultifying influences which are almost 
fundamentally part of Government control. 

I am not in any way attempting to decry public administration, 
for which—while operating in its accepted spheres—I have the 
greatest admiration, but I have no hesitation whatsoever in 
saying that, in our present state of knowledge of monetary 
matters, by far the best results are likely to be obtained where 
we have pluralism of control. Public control or interference 
should therefore be reduced to a minimum. Even when we 
contemplate the most desirable method in which public control 
should operate, we are led to the opinion that the organisation 
most likely to prove successful is one that is capable of making 
decisions in a judicial atmosphere, removed both from considera- 
tions of private gain and of political expedience. So far, no 
better medium for implementing the broad general surveillance 
of the financial system has yet been devised than a publicly 
controlled Central Bank. Obviously the institution must be a 
Bank, as only a Bank can acquire the range of experience in 
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banking problems and the financial problems of industry that 
are essential to interpreting the needs of the private trading 
Banks in dealing with their individual customers. We have such 
a Bank in Australia in the Commonwealth Bank. 

I hope I have not left the impression that financial problems 
should be removed completely from the political sphere. 
Obviously, this will be impossible, insofar as many of such 
problems have their political aspects which cannot be considered 
in a judicial way. But I do hold very strongly to the view that 
the Central Bank and the financial system as a whole should 
be given the greatest degree of autonomy. The acceptance of 
this viewpoint leads to the conclusion that only in the most 
extreme circumstances should the politician impose his wishes 
upon the financial system. In such circumstances, the necessity 
for providing special legislation would ensure that such politica! 
action is not taken hastily, and is only ventured upon after the 
careful deliberation of Parliament as a whole. 

A little reflection will show how difficult and dangerous are 
political decisions in the financial sphere. It is, for instance, 
almost impossible for a politician with any political sense to 
advocate a policy of contraction of credit. It may be well 
enough for him to preach a policy of expansion, and we find 
that almost inevitably he does. But contraction would be 
unpopular insofar as it would mean spending 'ess money and 
perhaps forsaking political promises. 


The Effectiveness of Monetary Conirol 


It is one thing to decide that a certain form of monetary 
control has advantages over another, but it is quite a different 
question to determine what effect monetary control, however 
well managed, is likely to have upon the financial or economic 
system. In recent years, the view has become all too prevalent 
that monetary problems are the sum and substance of economics. 
Too often is sight lost of the fact that the fundamental basis 
of prosperity is production, and that the financial system is 
merely the vehicle providing the means of interchange between 
producers and producers and between producers and consumers. 
I am not suggesting that monetary policy is unimportant, but 
it is certainly not all-important, and in particular would I like 
to emphasise that there is not a monetary solution to each 
economic problem. There are indeed definite limitations to 
monetary policy. 

The economic fluctuations of the past can be ascribed in 
the main to factors almost of a physical nature, such as droughts, 
floods, and the effects of technical progress, and also to the 
peculiar psychological characteristics of humanity, whereby we 
have alternations of optimism and pessimism, resulting in booms 
and depressions. Political action also is a basic cause of 
economic fluctuation, as we well know in these months of 
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that # tension. All these are non-monetary problems, but they are 
iding problems with monetary aspects. It is well for us to bear 
such § these differences in mind. 

We may say that monetary control can be either quantitative 
lems § or qualitative. By quantitative, we mean that monetary policy 
here. § can determine how much or how little currency or credit will 
such § be put into circulation. In monetary management, the size 
lered f of the credit structure is not in practice nearly of so much 
that § importance as the qualitative problem of deciding how the 
ould § available resources will be distributed. It is in this sphere 
e of § that the real problem of monetary management exists, and it 
most § is here that the benefits of plurality of decision, to which I 
ishes § have referred, are most apparent. 

Ssity In deciding upon the credit-worthiness of a borrower, it has 
itical f been stated by a leading Australian Banker that there are three 
‘ the § main considerations to be taken into account: (1) the personal 
factor; (2) potentialities of the enterprise, and (3) the security 
} are & offered. Of these, most bankers would decide that the first is 
ince, § the main consideration, although the second may on occasions 
e to § be given equal ranking. The third is said to be of least 
well § importance, although I may involve myself in an argument 
find § with accountants on that point. Rough and ready though they 
| be # may seem, the application of these principles in Australian 
and § banking at least has proved to be highly satisfactory, and it 
may be said that in very rare instances indeed have credit- 
worthy borrowers gone without the accommodation which they 
were entitled to expect. 
tary We are perhaps too prone to think of Bankers as negative 
rent # persons who are constantly reminding their customers of their 
ever § overdraft limits and of the difficulties of the financial situation. 
omic @ Experience has shown, however, that Bankers in almost every 
lent country have, if anything, erred on the liberal side, and that 
acs. @ their errors of commission have generally exceeded their errors 
asis BH of omission. Very rarely does a Banker fail to see a customer 
n 8 § through, and in many cases during the last depression, Bankers 
veel # actually besought their customers to carry on even though this 
iets. @ at times apparently meant throwing good money after bad. 
but Contemplation of all these factors makes it clear that it 
like # would not be correct to assume that Bankers themselves are 
each # final arbiters in banking policy. Indeed, in a country such as 
} 10 B Australia, which may be classified as a dependent economy, 
: ie, relatively dependent upon external conditions, the banking 
1 in system can do little more than cope with a fait accompll. 
shts, | Bankers have no authority over the seasonal situation, nor over 
the the trend of prices overseas. In such circumstances, they can 
We @ in most cases only follow the trend and do their utmost to 
oms § alleviate the impact of economic circumstances. It might be 
of B said with some truth that banks are at times run by their 
—O Et customers. 
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This may seem to some rather a defeatist attitude towards 
monetary policy, and I hope that I have not conveyed the 
impression that banking policy in Australia or elsewhere is 
incapable of effecting any economic good. Indeed, an intelligent 
anticipation of trends by Banks has done much in recent years 
and will undoubtedly do more in the future to alleviate the 
effects of those circumstances when they arrive. But it would 
be foolhardy to believe that monetary policy or monetary 
management, or whatever else we like to call it, can prevent 
monetary fluctuations. The causes of those fluctuations are in 
the main non-monetary. 

I hope you will appreciate my difficulties in turning the 
course of our discussion at this stage back to a more detailed 
consideration of “the influence of Banking Policy and the Loan 
Council on the supply of funds for investment” in Australia. 


Savings and Investment 


The impression I have tried to convey of the social back- 
ground of business finance is that it comprises a system largely 
run to meet ad hoc circumstances mostly beyond the control 
of the administrators of the system. In the main, it acts as 
entrepreneur between those in the community who wish to save 
and those needing working capital, or funds to acquire fixed 
capital; in other words, between savings and investment. It is 
the relative magnitude of these two things which is the key 
to most economic disequilibria. If savings tend to outrun 
investment, there must obviously be a decline in price levels, and 
in economic activity, since the abstention from spending (i., 
saving) will not be matched by a comparable increase in expendi- 
ture or investment—indeed, if we assume a status quo, expendi- 
ture will fall. The reverse considerations apply—when invest- 
ment outruns savings, price levels will rise and economic activity 
will increase. 

Facilities are provided in the open capital market for the 
raising of long-term capital, and various institutions play their 
part in helping to maintain that important balance between 
saving and investment. 

But it is the banking system, and in this I include the Com- 
monwealth Bank, which is the community’s principal shock 
absorber in coping with disequilibria between savings and 
investment. 

Since it deals mainly in short-term credit, its decisions on 
financial policy are likely to become effective at much shorter 
range than are those of other institutions (¢.g., life offices, 
savings banks, etc.), which are concerned chiefly with long-term 
lending. Furthermore, the banking system has, mainly through 
central bank action, a certain elasticity in lending, which is 
sometimes referred to as its capacity to create credit. This 
capacity to create and to contract credit may do a great deal 
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to offset the effects of disequilibria between saving and 
investment. 

The part of the banking system is particularly important in 
Australia which, although a dependent economy by virtue of its 
relatively great dependence upon overseas conditions, is not 
—mainly by reason of its geographic isolation—in the sphere of 
international finance. It is, therefore, unable, with any degree 
of certainty, to attract overseas capital when demands for 
capital bid up the terms upon which capital may be sought by 
lenders. This position may change in the future, but, in my 
opinion, this is not inevitably so, and we would be mistaken 
to assume that any long-range capital shortage we may experience 
can be made good from abroad. The responsibilities of the 
Australian banking system in the supply of capital are therefore 
very great indeed. 

I think you will have gathered from my earlier remarks 
that I am not amongst those who hold the view that banking 
policy is something that can be applied to any given situation 
to give any pre-conceived result. Banking policy, as I have 
said, is in the main a corrective, and can at the best only hope 
to ameliorate economic fluctuations. 

But the point I wish to make in particular is that the banking 
system, particularly in Australia, is not able in the ordinary 
course of events to decide upon some predetermined policy 
which it will implement come what may. Australia as an 
economic unit is still very largely dependent upon external 
factors. Our overseas trade still represents a very substantial 
part of our economic activity, and our overseas obligations for 
interest and principal upon the external debt place us in the 
position that we must of necessity by some means or another 
establish credits in London, or in New York, out of our 
external trade up to the amount of those annual obligations. 

Consequently, the Australian Banking system is very sensitive 
to movements in the overseas balance of payments. The pro- 
cesses by which movements in external trade are reflected in the 
Australian credit situation are somewhat as follows. Exports 
from Australia in general have two main influences. In the 
first place, they add to the London funds of the banking system 
and hence become part of the cash reserves. In the second 
place, they increase deposits or reduce advances in Australia. 
Farmers, and, at a later stage, exporters, receive credits in 
Australia from the Banks, who receive the proceeds of the 
exports overseas. The converse position applies in the case of 
imports. Obviously, imports must be paid for out of overseas 
funds in the first place. The Banks therefore draw on their 
London funds and debit importing interests in Australia. The 
effect of imports therefore is to reduce London balances, and 
consequently the cash reserves of the trading banks, and to 
merease advances, or to reduce deposits in Australia. I have 
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excluded any consideration of movements other than trade 
movements, but it is clear that such things as the investment 
of capital in Australia will be equivalent to an export insofar 
as it adds to London funds and produces at some stage or 
another a credit with the Australian Banks in favour of some 
one or other in Australia. 

I have assumed that you have appreciated the importance of 
cash reserves. Briefly, I might say that cash reserves are the 
nerve centre of the banking system. Banks must always hold 
a certain portion of their liabilities in the form of cash to meet 
contingencies and sudden withdrawals. This percentage which 
is retained varies as between the individual Banks, but most 
of the Banks endeavour to maintain a fairly constant policy 
over a period. 

The cash reserves of the trading Banks are composed of 
various items, including the actual coin, notes and bullion held, 
the credits which the Trading Banks have with the Common- 
wealth Bank, their holdings of Treasury Bills, which are dis- 
countable at the Commonwealth Bank, and, as I have said, 
their London funds. Generally speaking, the latter item is the 
most sensitive element in the cash reserves of the Trading 
Banks, although other items, particularly Treasury Bills, at 
varying times might fluctuate considerably. 

Should the London funds of the Trading Banks undergo 
a material change, we can see that there will be some effect 
upon their total cash reserves. Should London funds increase 
as a consequence of a favourable export season, then the capacity 
of the trading banks to lend will be increased. As Accountants, 
you will appreciate the fact that, in making an advance, a 
liability would be increased somewhere else unless that advance 
makes possible an equivalent reduction in some other advance. 

The reverse position applies when, through an adverse season, 
or through an unusually large volume of importations, London 
funds are decreased. In this event, the cash reserves of the 
Trading Banks will fall, their cash ratios will be reduced and 
generally speaking the capacity of the Banks to lend will be 
reduced. Past a certain stage, it may be necessary for the 
Banks even to recall some of the advances already made. 

There are other limitations upon the policy of the Trading 
Banks. There is, for instance, the possibility of action by 
Governments that may cut across such policy. This would 
include a loan policy running contrary to the preconceived 
objectives of the banking system, and such things as the tariff. 

There are also limitations upon the capacity of the Banks to 
extend credit unless it be in conjunction with the Central Bank. 
If the Banks as a whole increase their advances, obviously 
their cash ratios will fall, and will at some stage reach a point 
beyond which it is unsafe to proceed further. There are even 
more positive limitations upon the capacity of one individual 
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Bank to increase advances to any substantial extent without 
working in unison with other Banks. Any Bank doing this would 
obviously have an increased volume of cheques drawn on it, 
a large proportion of which would find their way into deposits 
with other Banks. In the clearing process, cash would be 
drawn from the Bank following the expansionist policy, and 
within a short time considerations of safety would cause it 
to desist. 

In some countries, also, there are legal limitations upon the 
actions of Banks. Some such proposals are in mind in Aus- 
tralia as a consequence of the findings of the Royal Commission 
appointed to enquire into the monetary and banking systems 
of this country. I am not advocating legal statutory limitations 
upon the actions of the banking system, since I think that much 
better results can be obtained by co-operation between the 
Trading Banks and the Central Bank. However, I cite this 
factor as a possible limitation upon the activities of the Trading 
Banks. 


Central Bank Control 


When we turn, however, to consider the capacity of the 
Central Bank in regard to the credit structure, we are faced 
with a somewhat different situation. Since the Central Bank, 
if we take the Commonwealth Bank as our illustration, is also 
the custodian of the Note Issue, and is also the holder of the 
reserve deposits of the Trading Banks, it is generally regarded 
as the foundation upon which the whole banking structure is 
built. It lies within its power to increase or reduce the size 
of the credit base from time to time, and thus to influence banking 
f policy as a whole. 

In two ways in particular can the Central Bank affect the 
cash reserves of the Trading Banks. By buying and selling 
securities in the open market, or from or to the Trading Banks, 
it can initiate transactions whereby the deposits of the Trading 
Banks with the Central Bank are increased or decreased. These 
deposits, as we have seen, are equivalent to each other. The 
second method is to make direct loans to Governments. In 
the latter case, the expenditure of these loans would result in 
cheques being drawn on the Commonwealth Bank by Govern- 
ments and paid into the Trading Banks, thus increasing the 
deposits of the Trading Banks with the Central Bank. 

There are, however, limitations even upon the actions of the 
Central Bank, First of all, there are usually statutory limits 
upon the Note Issue, and since the Bank is nominally obliged 
to pay deposits out in cash, should the banking system demand, 
then it obviously could not afford to allow these deposits to reach 
asize that will be too greatly in excess of the statutory maximum 
of the Note Issue. 
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Then, again, the Central Bank must consider the effects upon 
price levels and wage levels which, in a period of inflation, 
ultimately will call for increased working capital, thereby necessi- 
tating a larger Note Issue, possibly in excess of the statutory 
limit. Combined with this is the risk of adverse psychological 
effects upon the banking system. Should an overtly inflationary 
policy be followed by the Central Bank, it will become apparent 
fairly rapidly to business men and financiers who may take 
action of a nature which would disturb and accentuate the 
undesirable trends. 

Generally speaking, the question of whether creation of credit 
by the Central Bank is desirable or not can best be decided on 
the employment situation. Should all the resources of labour 
and fixed capital be fully employed, obviously there is no scope 
for an expansion of Central Bank credit, as this could only divert 
resources from employment in one place to another. This 
diversion would of necessity involve a bidding up of the factors 
of production with a consequent rise in price levels. There 
may also be undesirable effects upon production due to the 
dislocation of resources. Under ordinary circumstances, an 
expansion of credit when there is full employment would mean 
an expansion in the production of capital goods with a decline in 
a production of consumption goods. This would have adverse 
effects upon the standard of living. 

When the factors of production are not fully employed, there 
may be some basis for the expansion of credit by the Central 
Bank. In this respect, it should be remembered, however, that 
a moderately small degree of expansion by the Central Bank 
may result in the substantially greater increase in the size of 
the credit structure. If, for instance, the Central Bank decided 
to expand credit by £10m. by the purchase of securities or 
loans to Governments, this would result in an increase in the 
deposits of the Trading Banks by a comparable amount. If the 
Trading Banks, however, were in the habit of maintaining a 
ratio of cash to deposits of, say, 20%, such an extension of 
the Central Bank may result in an increase in the size of the 
credit structure, not by £10m., but by £50m. 

The business of central banking is, therefore, one for great 
prudence and skill, and of necessity it must be based upon 
long continuing experience. 


The Loan Council 


Let us turn now, briefly, to refer to the influence of the 
Loan Council on the supply of funds for investment. As you 
all probably know, the Australian Loan Council was formed 
in 1927 with the prime objective of determining annually the 
amount of loan money that may be raised in Australia in the 
ensuing financial year, and then of determining in what propor: 
tion these loan moneys should be allotted amongst the Govern- 
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ments. This allocation between States is usually done on a 
rough and ready basis, largely by bargaining between the 
individual States. There is a formula that should apply in 
the event of disagreement, but as this favours the spendthrift 
States, it is never applied. 

The Loan Council, however, is not by any means responsible 
for all public borrowing. In recent years, there has been an 
increasing tendency for Governments to pass over to municipali- 
ties and other public bodies the task of raising money for 
which these Governments were themselves originally responsible. 
In other cases, some State Governments have guaranteed the 
loans of certain borrowing authorities of a semi-private nature. 
There has for some years been a Gentlemen’s Agreement in 
regard to the first class of loan, i.e., those raised by public 
bodies, but the Loan Council has no power of veto. In effect, 
these loans have become of greater importance than the direct 
borrowings of the Loan Council. The policy of guaranteeing 
loans has been a further aggravation of the tendency to reduce 
the authority of the Loan Council over Government borrowing. 

At the recent meeting of the Loan Council, these matters 
were discussed at length, and some steps were taken to arrest 
the decline in the position of the Loan Council. It remains 
to be seen, however, whether the somewhat nebulous arrange- 
ment reached will have the desired effect. 

It is necessary, therefore, for us to take into account both 
Government and semi-Government loan operations in any con- 
siderations of the effects of loan policy upon the supply of 
funds for investment. 

There are three main avenues through which the Govern- 
ments may borrow. They may borrow direct from the public, 
they may borrow from the Trading Banks, or they may borrow 
from the Central Bank. You will notice that I have excluded 
borrowing from abroad, as this appears to be out of the range 
of practical politics at the moment. 

Here I would like to emphasise that the economic effects 
of public borrowing may be of much greater significance than 
the financial effects. All Government loan activity means the 
employment of certain resources. If resources are also fully 
employed, then there must be some diversion of resources 
from private to public works. Should, however, a state of 
relatively general unemployment exist, then Government loan 
expenditure may result in some net increase in production. 

In cases where Governments may borrow direct from the 
public, it is likely that, in a state of full employment, the 
subscriptions to these loans may come from savings which 
would normally be used to finance private industry. In this 
tase, as we have seen, there will probably be a dislocation of 
production, and since Government expenditure will mainly be 
devoted to: capital goods, there will be a decline -in production 

c 

















258 THE AUSTRALIAN ACCOUNTANT NOV, 





of consumption goods and a consequent fall in the standard 
of living. When, however, there is a fairly general state of 
unemployment, the loans may be raised from savings not 
being used for private investment, and in this case there will 
be a net addition to production, and probably some increase 
in the standard of living as a secondary consequence of such 
expenditure. 

When loans are raised from the Trading Banks, the primary 
effects may be much the same as in cases where loans are 
raised from the public. But, as the Government securities 
received by the Banks would go into their liquid reserves, such 
loans may at a later date cause an expansion of credit. This 
would probably involve dislocation with rising prices. 

The greatest controversy, however, has ranged round the 
question as to the effects of subscriptions of Government loans 
by a Central Bank. If in a state of full employment loans are 
made to Governments by a Central Bank, it is obvious that 
there will be no net increase in production. The circumstances 
will be exactly the same as in the case of loans raised in similar 
circumstances either from the public or from the Trading 
Banks. There is one particular danger, however, attending loans 
raised from the Central Bank, and that is, that such loans as 
we have already seen mean a net addition to the cash reserves 
of the Trading Banks, and they may have a 5-fold or even 
greater effect upon the size of the credit structure. 

In a state of general unemployment, a Central Bank loan 
may be useful to initiate Government expenditure. But, if all 
loans were raised direct from a Central Bank, the effects 
obviously would be highly inflationary. It would be most difficult 
to reverse such a policy at a later stage by open market activities, 
as the fear of further inflation would make it impossible for 
the Central Bank to sell any considerable volume of securities 
in the open market. Then, again, there are likely to be adverse 
effects upon the trade balance owing to rising price levels and 
wage levels, which would mcrease the costs paid by exporters, 
and of manufacturers. Where the latter have to compete 
with imports, their difficulties may be considerable, and there 
may be a net increase in imports. I do not think I can do 
better than mention the case of New Zealand in this respect. 
Here we have a typical case of all the adverse effects of the 
misuse of a Central Bank in Government finance. 


Financing Defence 


All these considerations have a particular bearing upon the 
problem of financing defence in Australia. It can be pointed 
out with truth that the market for Government securities is 
not capable of absorbing the total amount of new public issues 
which defence and essential public works require. Since the 
Trading Banks find their cash ratios fairly fully extended because 
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of adverse trade balances, we have seen that some assistance 
from the Central Bank is essential if defence is to be financed. 
Under these emergency conditions, it is very probable that the 
Commonwealth Bank will continue the policy it has followed 
in the last 12 months of subscribing heavily to Commonwealth 
loans. No doubt, however, it sees dangers ahead in such a 
policy, and must feel that there is some point beyond which it 
cannot go with safety. 

Fortunately, the expansionist effects of a policy of Central 
Bank lending may at a later stage have favourable effects upon 
the capacity of the public to subscribe to Commonwealth loans. 
The employment of labour and resources on defence work will 
help to build up the volume of savings, and it is likely that, 
providing international conditions remain reasonably stable, 


| sufficient confidence will be restored in Government loans to 


ensure that a substantial proportion at least will be raised from 
the public. 

Further than this, it is probable that the Commonwealth Bank 
will explore the position, as it did during the Great War, of 
assisting the Trading Banks in taking up Government securities 
themselves. This, however, could not be done without some 
fairly water-tight arrangement between the Commonwealth Bank 
and the Trading Banks to ensure against adverse effects upon 
cash reserves. 

In concluding, I would like to express the opinion that there 
is scope in Australia for a much closer liaison between public 
and private finance. Too often we see the one working in 
ignorance of the needs of the other. 

A consultative body subsidiary to the Loan Council was 
proposed by the Banking Commission, and I can think of no 
better time at which to set up such an organisation than the 
present. 
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Share Transactions 
By P. C. LANG, A.1.c.A. 





In the May issue of The Australian Accountant Mr. Fitz- 
gerald wrote on “Share Transfer Audits,” and although he dealt 
with the subject principally from the Auditors’ point of view, 
much of his matter was of particular interest to those officers 
of a company who are charged with the responsibility of dealing 
with share transactions. 

The alleged irregularities to which Mr. Fitzgerald alluded 
have sharply drawn the attention of many directors and secre- 
taries to the importance of a company’s share department, and 
it is pleasing to observe, that in a number of companies where 
it was not evident previously, there is now a genuine appreciation 
of the responsibilities borne by those who are entrusted with 
the duties of registering share transfers and of issuing new 
scrip. With a recognition of the importance of the share depart- 
ment, it is noticeable that secretaries and share clerks are in 
general paying greater attention to matters, which, although of 
vital import, have in the past been so neglected. Still, however, 
there is a lamentable lack of standardised secretarial practice 
among Australian company secretaries. 

Mr. Fitzgerald has mentioned the matter of signatures on 
transfers. Enquiries of a number of companies revealed that 
in very many cases no means existed for the proper checking 
of shareholders’ signatures on transfers. In the offices of the 
companies concerned, the keeping of the Share Register and 
the payment of dividends were carried out with meticulous 
caré, whilst there was an entire absence of any system designed 
to guard against the passing of forged transfers. 

The writer knows how difficult it is to obtain specimen 
signatures from all shareholders, but no company should be 
without a signature register. How best to obtain the signatures 
for this purpose is a matter for the ingenuity of the individual 
secretary. Shareholders should be written to repeatedly until 
they can be induced to furnish a signature for record purposes. 
A card upon which the shareholder has merely to sign his 
name, if accompanied by a stamped envelope addressed to the 
company, will be found most effective. In the case of new 
companies, or in those where a new share issue is being made, 
the position is much easier. The new share certificates when 
sent out, should have a receipt form attached, with a notice 
thereon, that only the signature of the shareholder himself will 
be accepted. This receipt can be in such a form as to be easily 
affixed in a register kept for the purpose. Even when the 
signature of every shareholder has been obtained, the secretary's 
duties in this regard are not at an end. Periodically he must 
renew his records, for although time does not alter those 
essential characteristics which give to a signature its individuality, 
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there often take place, with the passing years, changes in detail 
which make an old specimen more or less unsatisfactory for 
checking purposes. 

Then there is the matter of the signature of an attorney 
under power. Very few company secretaries neglect to have 
the Power of Attorney exhibited to them, and then, of course, 
they would not accept a transfer signed by an attorney unless 
it was accompanied by a notice of non-revocation; yet, after 
paying attention to this part of the procedure, the vital matter 
of obtaining a certified specimen of the signature of the donee, 
is often entirely overlooked. It would seem as though some 
company officers look upon a “Power of Attorney” and also 
an “Application for Transmission” as documents which, because 
they are usually drawn up by a lawyer, possess some special 
quality which will act as a charm against forgery. When the 
power is first exhibited, the registering company should insist 
upon being furnished with a specimen signature of the donee, 
certified by his banker. 

Mention has been made of “Transmission Applications,” and 
in this regard it might be added that there is some protection 
afforded the registering company if the application be lodged by 
a solicitor. In such a case, if the solicitor acting for the person 
claiming title to the shares has witnessed the signature to the 
application, and if the name be that of the person to whom 
probate has been granted, the secretary of the company would be 
justified in accepting it with little further enquiry. However, 
should the application be lodged by some person unknown to the 
company, or if there be any doubt regarding the credentials of 
the applicant, a statutory declaration should be obtained, or some 
other steps taken to identify the person applying. Each case will 
need to be dealt with according to the particular circumstances 
associated with it, but in no case should the officer of the regis- 
tering company take anything for granted, and if he fully 
appreciates his responsibility he will never do so. 

It may happen that an application for transmission of shares 
may be made to a company without probate of the will of the 
deceased shareholder having first been obtained. Where an 
estate consists of realty, either alone or with personalty, probate 
must be taken out. But if the deceased left only personal 
property and if the estate be a small one, the executor may seek 
to administer it without applying for probate. Some companies 
will give effect to the transmission in such a case, while others 
will not. If the secretary to whom such an application is made 
feels that he cannot accept the responsibility involved, he would 
be justified in insisting that probate be taken out. If he does not 
insist on that course he will need to have produced to him the 
will of the deceased, satisfy himself as to the identity of the 
applicant, and the right of that person to administer. the estate. 
He should never proceed thus, if there be any doubt in his mind 
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as to the wisdom of so doing. Usually in a case of this nature 
the estate is so small and the surrounding circumstances such 
that it would be unreasonable to refuse the application. 

In any case, there must be no dealings with the shares until the 
requirements of the Authority administering Death Succession 
or Probate Duties have been complied with. 

In New South Wales the relevant section of the Stamp Duties 
Act (Sec. 122) provides :— 

“No dealings with any such shares . . . shall be recorded or other- 
wise given effect to . . . without the production of a certificate to the 
effect that the same has been included in the account lodged in accord- 
ance with this Act, or that the same does not form part of the dutiable 
estate of the deceased or that the Commissioner consents to the 
dealings.” 

The practice of sending to the transferor of shares a notifi- 
cation that there has been lodged with the company a transfer 
which it is intended to register unless mstructions to the contrary 
be received, is becoming more general. However, the despatching 
of such a notice should not be regarded by the secretary as 
relieving him of all further responsibility in connection with the 
particular transfer; as Mr. Fitzgerald has expressed it, this 
procedure must only be regarded as a supplementary precaution, 

If the registered holder does not reply to such a notification 
and a forged transfer is registered, he is not estopped from having 
the register rectified by substituting his name for that of the 
transferee. (Barton v. London & North-Western Rail Co. 
[1889] 24 Q.B.D. 77.) 

It is usual in a notification of this description to specify a time 
limit within which an objection to the registration may be 
notified, but the matter of fixing the time to be allowed may 
present some difficulty on account of the Companies Acts 
allowing 30 days only in each year in which the Share Register 
may be closed. 

There arises a difficulty where a company closes its register 
for fourteen days immediately prior to the Annual Meeting, 
and is one which pays dividends quarterly. In such circum- 
stances it will be able to close the register for only four days at 
each dividend period. . A broker lodging a transfer on the day 
last before the books are closed, will require it to be registered 
so that his client will participate in the dividend. It will be 
evident therefore that the time for reply, as specified in the notice 
sent to the transferor, must be such as will enable the reply to 
reach the company within the period during which the books 
are closed. Obviously a notice in a case of this kind would be 
of no value if sent to a shareholder residing at any distance from 
the company’s office. 

Another matter relating to signatures, which at times occasions 
secretaries some worry, is encountered in connection with trans- 
fers to which another company is a party as transferor. 
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It is usual, when one company purchases shares in another, 
for the registering company to require production of the pur- 
chaser’s articles, to ascertain therefrom, in the first instance, 
if that company is empowered to hold the shares. When the 
atticles are exhibited, the secretary of the registering company 
must also note any provisions as to the formalities to be observed 
by the purchaser when affixing its seal to a document. In this 
regard, however, the secretary or share registrar dealing with the 
transfer must, if the company be one registered in N.S.W., take 
cognisance of Sec. 514 of the Conveyancing Act of 1930. This 
particular section, which has its counterpart in Sec. 64 of the 
Property Law Act of Victoria of 1928,) enacts :— 

“That in favour of a purchaser a deed shall be deemed to have been 
duly executed by a corporation aggregate if its seal be affixed thereto 
in the presence of and attested by its clerk, secretary or other per- 
manent officer or deputy, and a member of the board of directors, 
council or other governing body of the corporation and where a seal 
purporting to be the seal of a corporation has been affixed to a deed, 
attested by a person purporting to be persons holding such offices as 
aforesaid, the deed shall be deemed to have been executed in accord- 
ance with the requirements of the section and to have taken effect 
accordingly.” 

The difficulties arising in this regard are twofold: The sec- 
retary of the registering company may have presented to him for 
certification a transfer in which the transferor is another com- 
pany; the document having been sealed and attested in accord- 
ance with the requirements of the Act as set out above, but with 
the signatures of the persons attesting unknown to him. In 
some cases, the signatures could be verified by reference to 
those on the transfer accepted by the company when the shares 
were purchased by it. As often happens, however, considerable 
time may have elapsed between the dates of purchase and sale, 
and it may be found that signatures of an entirely new set of 
oficers appear on the transfer of sale. One could not imagine a 
bank paying a company’s cheque for a large sum, nor for any 
amount at all, under such circumstances, yet day after day this 
happens with share transfers in which at times very large sums 
are involved. 

In some cases, such transfers are passed without any inves- 
tigation of the signatures because the secretary or share-clerk 
who is responsible for passing them has never given the subject 
much thought, if, indeed, he has given it any thought at all. 
Maybe he merely follows the practice of his predecessor in the 
job, feeling safe in the belief that what has been done before can 
always be done again; or he may be influenced by the attitude 
of a type of broker or brokers’ clerks, who have become 
accustomed to having every transfer they present passed without 
query. This latter class of person will often satirise the exacting 
share clerk, forgetful of, or unaware of, the fact that the one 


1, A discussion on these sections will be found in The Australian Accountant, 
Vol. 6, p. 222. 
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criticised is the person ultimately responsible for the correctness 
of the transfer. 

It is the secretary’s duty to satisfy himself that the transfer 
is correct in such matters as the aggregate and distinctive number 
of the shares, and that the transferor is the registered owner 
of the shares expressed to be transferred, and if he is a respon- 
sible person the directors are not personally liable if they accept 
his investigations as sufficient (Dixon v. Kennaway [1900] 
1 Ch. 833). 

In addition to other worries, it may happen that the seal is a 
rubber stamp impression, which authorities state does not comply 
with the Companies Acts, for the reason that it has not the name 
of the company “engraven thereon.”? The position therefore ina 
case of this description is that a secretary is asked to certify 
a transfer, in which the consideration may be hundreds of pounds, 
the signatures on the document unknown to him and the seal 
imprinted by a rubber stamp that could be obtained by the 
exercise of very little ingenuity. To say the least of it, passing 
a transfer under such circumstances would seem to indicate 
that the person responsible verily believes that his luck will 
always stand to him. 

Admittedly, forgeries in this connection are rare, but that state 
of affairs may not always obtain. Certain disclosures have 
directed public attention to this class of fraud, and it is known 
that when such things receive publicity, the criminally minded 
are apt to become interested in what may prove a new avenue 
for the exercise of their talents. 

But the troubles of the secretary do not end there. The seal 
of the company and the attestation may conform to the require- 
ments of the Conveyancing Act in N.S.W., or to a similar enact- 
ment in other States, but it may not be in accordance with the 
provisions of the company’s own articles. Here is a thorny 
problem. The purchaser of the shares is protected in having 
accepted a transfer so executed, and it obviously cannot be 
returned to him as irregular, but the protection afforded the 
purchaser does not extend to the registering company. It may 
be that for very good reasons a company has provided in its 
articles that its seal may be affixed only in the presence of two 
directors and another officer. Perhaps that which the company 
sought to guard against, has happened: a director having access 
to scrip held by the company, negotiates some and seals a transfer, 
in blank or otherwise, attested by himself only, as director, and 
another officer who is under his control, as witness. What would 
be the position of the registering company in these circumstances 
—having transferred shares out of the other company’s account 
on an instrument patently irregular? 

The more satisfactory method, from the viewpoint of those 


2. But see Victorian Companies Act, 1938, Sec. 70 (1) (b), which requires every 
certificate to be impressed with or have imprinted thereon the common seal. 
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who have to handle share transactions, and who have to carry 
the responsibility of effecting registration, would be, of course, 
0 have the company holding the shares, appoint by resolution 
oe or more of its officers to sign on its behalf, in the same manner 
as is done for operating on its bank account. The Conveyancing 
Act of N.S.W., and the corresponding Acts of other States, 
provide for this, having enacted that :— 

“The board of directors, council or other governing body of a 
corporation aggregate, may by resolution or otherwise appoint an 
agent either generally or in any particular case, to execute on behalf 
of the corporation, any agreement or other instrument, not under seal, 
in relation to any matter within the powers of the corporation.” 

This, in fact, is the practice followed by one company, which 
has perhaps more transactions in shares than any other in 
Australia, but then only as regards shares purchased by it. The 
difficulties to be surmounted in universally adopting this system 
both for purchases and sales are not insuperable. The big hurdle 
to overcome is prejudice. It might be argued that a purchaser, 
from a company, of shares for which he is asked to accept a 
transfer, signed, say, by two officers and not sealed, would not be 
in a position to know if these officers had been duly appointed to 
sign on behalf of that company. Whether or not that objection 
is of any weight, the important point so far as the secretary 
is concerned is the fact that the registering company knows the 
signatures, in the same way as a banker knows those on the 
company’s cheques. The payee of a cheque under such circum- 
stances rarely knows if the signatures are those of officers 
properly authorised, but he is not on that account deterred from 
accepting it. 

There was a time when a document executed by a private 
individual had no effect in law unless it bore his seal. As man, 
however, became less impressionable to the appearance of a seal, 
and lost his regard for its alleged sanctity, he adopted the rational 
course of relying upon a signature by hand, the genuineness of 
which rests upon a physical agency and not upon any state of 
mind. With a little more enlightenment it is possible that the 
company and its common seal will have to part company. 

The points discussed herein represent but a few of the many 
in which difficulties are encountered by accountants whose prac- 
tice involves dealing with share transactions and allied matters. 
To those who have not had practical experience in this regard, 
much of that discussed may appear to be of trifling importance. 
That, however, is a feature of secretarial practice; what might 
at first sight appear to be merely a routine matter and of little 
consequence will often present a problem not easily solved. 

In matters such as Taxation, Bankruptcy, and Accounts, the 
accountant finds little difficulty in obtaining help from a brother 
practitioner, but when it comes to problems associated with the 
secretary’s office in general, and share transactions in particular, 
authoritative guidance is not so easily obtained. 
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Taxation Section 
Edited by J. A. L. Gunn, F.L.c.a. 


COMMONWEALTH Rates OF TAX PAYABLE BY 
INDIVIDUALS 





The rates of Commonwealth Income Tax payable by 
individuals for year of tax ended June 30, 1940, in respect of 
income derived from personal exertion and income from property 
have been increased by 10 per cent. 

Unfortunately the simplicity achieved by the amended schedule 
designed by Professor Giblin has been partially spoilt by the 
fact that instead of making increases or decreases with reference 
to the original formula, these increases and decreases have been 
based upon the rates in force in the previous year, with the result 
that the numerator of the personal exertion fraction has now 
reached four places of decimals. This may mean little or 
nothing to the staff of the Income Tax Department, who are 
equipped with calculating machines, but it is a nuisance to the 
great majority of taxpayers who attempt to check their 
assessments. 

The rates of tax payable by individuals for financial year 
ended June 30, 1940, are as follow :— 

FIRST SCHEDULE 
Rate oF Tax IN Respect oF TAXABLE INCOME DERIVED FROM 
PERSONAL EXERTION 
For the purposes of the First and Second Schedules— 
= taxable income in pounds. 
If the taxable income does not exceed 


£6,900, the rate of tax for 7 ana 
of taxable income shall be .. . = =m 


100 


If the taxable income exceeds £6,900, the 


rate of tax for every pound of taxable 
income up to and including £6,900 shall be 96.7725 | 


and 
the rate of tax for every pound of taxable 
income in excess of £6,900 shall be .. .. .. ..  87.09525 pence 


SECOND SCHEDULE 


Rate oF TAX IN RESPECT OF TAXABLE INCOME DERIVED FROM 
PROPERTY 


If the taxable income does not exceed 
£500, the rate of tax for every — 113.85 
of taxable income shall be .. . : 


If the taxable income exceeds £500 but 
does not exceed £1,500, the rate of 
tax for every pound of taxable 113.85 
income shall be .. .. .. .. . a 


100 
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If the taxable income exceeds £1,500 

but does not exceed £3,700, the rate 

of tax for every pound of taxable ' TX 23 

income shall be ese on 66 ae. 20 © —— 43+ —————— - pence 
100 2,000 

If the taxable income exceeds £3,700, 

the rate of tax for every pound of 

taxable income up to and viper 113.85 3,700 X 23) 

£3,700 shall be .. .. .. .. a — lai & quem 
100 2,000 





an 
the rate of tax for every pound of 

taxable income in excess of £3,700 

CE ss ae we ge 36 Ge GE: oe Oe 102.465 pence 





CoMMONWEALTH RATE OF TAX PAYABLE BY COMPANIES 


The Commonwealth rate of income tax payable by companies 
on taxable income derived during year ended June 30, 1939, 
has been increased to 2/- in £. 

As a consequence, an individual shareholder will receive a 
rebate at his property rate or 2/- in the £, whichever is the less, 
in respect cf dividends included in his taxable income, notwith- 
standing that most of the dividends received during year ended 
1938-39 were paid out of profits which had borne tax in the 
hands of the companies at rates less than 2/- in &. 





Non-RESIDENT COMPANIES 
Abolition of Commonwealth Rebates on Dividends Received 


By the insertion of the words “(other than a company which is 
a non-resident)” after the word “shareholder” in s. 46 of the 
Commonwealth Income Tax Assessment Act, non-resident com- 
panies are deprived of the rebate in respect of assessable divi- 
dends derived by them on and after July 1, 1938 (or commence- 
ment of substituted accounting period). 

Prior to the above amendment, dividends derived by all com- 
panies were, in effect, exempt from ordinary Commonwealth 
Income Tax because they were assessable and rebateable at the 
same rate. The position remains the same as regards resident 
companies, but non-resident companies are now liable to Com- 
monwealth Income Tax on dividends at the company rate (at 
present 2/- in £) without rebate. Individual shareholders who 
are non-residents will continue to receive the dividend rebate. 

ed following is an extract from Mr. Spender’s second reading 
speech :— 

“Clause 3 of the bill gives effect to the decision of the 
Government to obtain in respect of profits passing to absentee 
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holding companies some greater contribution to the revenue than 
the flat company rate of tax paid by the Australian operating 
company on its profits. There are many absentee holding con- 
panies, some of which receive very substantial dividends paid 
out of profits made in Australia by Australian companies. These 
dividends are assessable income in the hands of the holding 
company, but no amount of Commonwealth income tax is payable 
for the reason that the Commonwealth scheme of taxation allows 
to a company a rebate of tax at the same rate as that at which 
the dividends are assessed. The Government considers that it is 
not unreasonable to require these companies to contribute to the 
cost of defending this country wherein their investments are 
located. 

“The opinion of the Government is strengthened by the fact 
that, under existing conditions, absentee individual shareholders 
in absentee holding companies are in a favoured position in 
comparison with individual shareholders in resident companies 
and resident holding companies. 

“Where dividends are paid by an Australian operating com- 
pany through an absentee holding company into the hands of 
absentee individual shareholders, it is not possible for the Com- 
monwealth to collect any tax from these individuals because the 
dividends are paid outside Australia, and the shareholders, 
although theoretically liable to tax, have no assets in Australia 
which could be levied upon for payment of the tax. Where, 
however, dividends are paid by an Australian operating company 
through a resident holding company into the hands of absentee 
individual shareholders, payment of the tax assessed on those 
dividends is enforceable because the dividends are payable in 
Australia and recourse may be had for payment of the tax to 
subsequent dividends payable to the shareholder. 

“The consequence of the absence of Commonwealth jurisdic- 
tion in the enforcement of the tax on dividends paid to share- 
holders in absentee holding companies is that, owing to the 
graduated rates of tax payable by individuals, shareholders 
deriving their dividends from resident holding companies, and 
whose rates of tax exceed the company rate, are obliged to pay 
large amounts of tax, while no tax is enforceable against absentee 
shareholders of absentee holding companies similarly deriving 
income from an Australian source. 

“The withdrawal of the rebate in the case of absentee holding 
companies will be a step towards the equitable spreading of the 
burden of income tax between shareholders generally. Although 
the absentee individual shareholders in the absentee holding com- 
pany continue to enjoy immunity from a direct payment of 
Commonwealth tax, they will, indirectly, pay some tax through 
the absentee holding company, in that the funds available for 
distribution to them will be diminished by the amount of tax 
the absentee holding company will be obliged to pay.” 
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INTEREST Paip To Non-RESIDENTS 
The rate of Commonwealth Income Tax payable by a company 
for year of tax ended June 30, 1940, in respect of interest paid 
or credited by it to a non-resident has been increased to 2/- 


in £. 

Section 128 of the Commonwealth Act provides that where 
in any financial year interest is paid by a company in respect of 
which it is liable under Division 11 to pay income tax, the com- 
pany shall be liable for income tax on that interest to the extent 
to which it would have been so liable if an assessment had been 
made in respect of that interest at the date when it was paid. 

As the Income Tax Act 1939 was assented to on September 
26, 1939, it follows that interest paid to a non-resident between 
July 1, 1939, and September 25, 1939, inclusive, is subject to tax 
at the rate then in force, viz., 13.8d., being the rate imposed by 
the 1938 Act. Interest paid by a company to a non-resident on 
and after September 26, 1939, is liable to tax at the new rate of 
2/-in &. 





DEFINITION OF RESIDENT 


An additional test of residence has been inserted in the defini- 
tion of “resident of Australia” by the amending Commonwealth 
Act of 1939, viz.:—‘‘Resident” now also includes an individual 
“who is a contributor to the Superannuation Fund established 
under the Superannuation Act 1922-1937 or who is the spouse 
or a child under sixteen years of age of such a contributor.” 

The purpose of the above amendment is to cause Common- 
wealth Income Tax to become payable on the salaries of Aus- 
tralia House officials who have been recruited in London. A 
comparatively recent amendment of the Commonwealth Super- 
annuation Act has extended the benefits of that Act to Australia 
House officials so recruited, and there is now no essential differ- 
ence between those officials and the officials who have been sent 
to London from Australia, and who retain their status of residents 
of Australia. 

Residents of Australia are liable to Commonwealth Income 
Tax on income derived outside Australia if the income is exempt 
from income tax in the country where it is derived. The salaries 
of these officials will be exempt from English income tax under 
arrangements which are being made by the High Commissioner 
with the United Kingdom Inland Revenue authorities and the 
extension of the definition of “resident” will bring the salaries 
of the officials within the field of Commonwealth Income Tax. 
The Assistant Commonwealth Treasurer stated that the above 
amendment was made at the request of the officials themselves. 

The amendment applies to year of income ended June 30, 1939, 
and subsequent years. 
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Excise TAX oN GOLD 


A Bill was recently introduced by the Commonwealth Govern. 
ment for the purpose of imposing a special tax on gold produced 
in Australia, Papua, and New Guinea. The tax was to be 75 
per cent. of the sum by which the price of gold exceeded £9 
a fine ounce. 

The Bill was defeated in the Senate, and in substitution thereof 
the Government has imposed, by means of regulations under the 
National Security Act, 1939, an Excise Duty on gold produced 
in Australia, Papua, and New Guinea of 50 per cent. of the 
amount by which the price of gold exceeds £9 a fine ounce. The 
duty operates as and from September 15, 1939. 

Thus, if the price is £A10/10/- an ounce, the duty is 15/- 
an ounce. 





DEPRECIATION—COMMONWEALTH ACT 


Option to Have Allowance Calculated Under Prime 
Cost Method 
The following is an extract of [761] of the Income Tax Laws 
of Australia :— 
“Where a taxpayer desires to have depreciation calculated 
under prime cost method he must exercise the option provided 
for in s. 56 (1) (b). Regulation 7 provides that the option shall 


be notified in accordance with Form 6 [1959] and shall be signed 
by the taxpayer, and delivered to the Commissioner at the place 
where it is provided his return shall be furnished, on or before 
the date of the furnishing of the first return to which the option 
applies. The notification shall apply to all units of property in 
respect of which depreciation is allowable (1.T.O. 1217). 

“With regard to taxpayers who are making their first return 
in which depreciation is claimed, and who desire to have depre- 
ciation calculated under the prime cost method, they must forward 
the option to the taxation office at which their returns are lodged 
on or before the date of furnishing that first return. The most 
convenient course is to lodge the option with the return.” 

A subscriber has raised a very interesting point, and the 
comments of readers are invited :— 

“With regard to paragraph [761] (quoted above), in which 
you are of opinion that the option under Section (56) (1) (b) 
must be exercised on or before the date of lodging 1935-36 
return, this was my first impression, too, but the possibility has 
occurred to me that Regulation 7 may also be construed to mean 
that notice of option must be lodged at the time of lodging the 
first return to which the taxpayer intends it to apply, and there- 
fore not limited to the first return to which the Act applies. In 
other words, the option may be exercised in any year, provided 
he lodges same on or before the date of furnishing his return 
for that year. 
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“Some support is lent to this view by the fact of the different 
wording used in respect of livestock election under Regulation 5 
(2), which definitely limits election to the first year of the Act. 

“Also, Section 57 provides for alteration of method of calcula- 
tion either (1) with leave of Commissioner or (2) in exercise 
of option. Surely this confers the right to exercise the option 
in any year, subject to the conditions in 56 (1) (b), without 
any special leave of the Commissioner. 

“If the option is limited to the 1935-36 return, a person who 
failed to lodge returns each year for, say, the past 5 or 6 years, 
and now does so would, I take it, be entitled to exercise the 
option as regards year 1935-36, and would thus have a definite 
advantage over the person who lodged his returns at the due date, 
but neglected to notify the Department of the desired change for 
1935-36, and therefore lost his rights. 

“The interpretation of Regulation 7 is most important to those 
persons who have seemingly missed the ’bus—if they have.” 





INCOMES OF SETTLEMENTS 


Under the English Act, the incomes of a husband and wife are 
generally amalgamated, and the husband is assessed thereon. The 
respondent and his wife executed a declaration of trust acknow- 
ledging that they held certain shares (1) upon trust for their 
daughter “if and when she shall attain the age of twenty-five 
years absolutely,” and (2) “subject as aforesaid,” in trust for the 
respondent’s wife absolutely. The daughter was a minor. The 
respondent was assessed under the English Act on the income 
from the shares. Held: that the declaration of trust did not 
create in the wife an interest prior to that of the daughter, as 
contended by the Crown, and the husband should not therefore 
have been assessed. J. R. Comrs. v. Abbey (1938) 22 Tax 
Cas. 211. 

Under the State Acts (N.S.W., s. 129; Victoria, s. 97; Queens- 
land, s. 33 (10); S.A., s. 117; W.A., s. 103; and Tasmania, 
s.75) the income of the trust would be added to that of the 
settlor so long as the child was an unmarried minor. 





Drrectors’ FEEs 
Question: — 
_A. F. (Melbourne) asks:—Information is desired on the 
lollowing point regarding directors’ fees paid by private com- 
panies :— 
Example :— 
Profit before charging Directors’ Fees £1,000 
Directors’ Fees charged in accounts 1,500 
Dis ic fe EE ne ek oe ob 46 shee 
Directors’ Fees allowed .. .. .. .. £500 
Net Profit for taxation purposes .. .. ...... £500 
In the hands of the directors, £500 is taxable at Personal 


£500 
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Exertion and £1,000 at Property rate as dividends—that is to 
say, for taxation purposes, £1,000 is treated as distribution out 
of profits amounting to £500. Is it possible that this treatment 
could be successfully challenged on the ground that the maximum 
possible legal distribution as dividends is £500 and not £1,000? 
Answer:— 

Section 109 of the Commonwealth Income Tax Assessment 
Act provides that any payment which exceeds an amount which, 
in the opinion of the Commissioner, is reasonable, “shall not be 
an allowable deduction and the excess shall, for all purposes of 
this Act, be deemed to be a dividend paid out of profits derived 
by it to the recipient and received by him as a shareholder of the 
company.” 

I am of opinion that, in view of this provision, the excess is 
assessable as a dividend, whether or not there are current or past 
profits available for distribution by the company. This is an 
interesting problem, and where these facts exist companies should 
review their position. In passing, it will be remembered that, so 
far as the director is personally concerned, he is, generally, 
better off by having part of his remuneration treated as a 
dividend. That is to say, the tax at personal exertion rate 
generally exceeds the tax at property rate less dividend rebate. 

Federal Tax 
(a) Director’s Fees, £1,500 
Taxable Income £1,500 
(P.E.) at 10.88690d. .. £68 0 10 
Federal Rates increased by 
‘ ve “ae 616 1 


10% .. 
— £74 16 ll 
(b) Director’s Fees £1,500; 
£500 allowed by Depart- 
ment; £1,000 treated as 
Dividends. 
P.E. Income: 
£500 at 10.88690d. .. .. £22 13 
Dividends: 
£1,000 at 
22.77000d. £9417 6 
Less_ rebate, 
£1,000 at 
22.7700d. . 9417 6 


Federal Rates increased by 
10% 
24 18 11 
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For the sake of simplicity, in the above illustration I have 
assumed that the whole of the directors’ fees have been received 
by one director. 





INTEREST DERIVED 
Trading Debts 


The following inquiry has been addressed by the Editor of this 
Journal to the Commissioner of Taxation, Canberra :— 

“In the definition of ‘income from personal exertion,’ s. 6, 
interest ‘received in respect of a debt due to the taxpayer for 
goods supplied or services rendered by him in the course of his 
business’ is classified as income from personal exertion. 

“In the Commonwealth Treasurer’s Explanatory Memorandum, 
at p. 15, the footnote states:—‘Under this definition, interest 
received in respect of trading debts will be treated as income 
from personal exertion, and not as income from property as 
under the previous Act.’ 

“Advice has been received that, in the case of a taxpayer who 
carries on the business of land dealing, the Department con- 
tinues to treat interest on balances owing by purchasers of land 
as income from property, on the ground that land cannot be 
classified as ‘goods,’ nor is the debt in respect of services 
rendered. 

“I shall be glad to receive your confirmation or otherwise of 
this information, and also your advices as to whether or not 
interest on money owing in respect of livestock sold by a grazier 
is income from personal exertion.” 

The Deputy Commissioner, Canberra, has supplied the follow- 
ing ruling :— 

“With reference to your letter dated 18th instant, in relation 
to the definition of ‘income from personal exertion’ in section 6 
of the above-mentioned Act, I desire to inform you that interest 
is treated by this Department as income from property in the case 
of a land dealer who sells land on terms which require payment 
by the purchaser of interest on the unpaid purchase price of the 
land. The view taken by this Department is that such interest 
cannot be regarded as interest in respect of a debt due for 
‘goods supplied’ as goods do not include land. 

“In the other case mentioned in your letter—that of a grazier 
who derives interest on money owing in respect of the sale price 
of livestock sold by him—the interest in that case would be 
treated by this Department as coming within the definition of 
‘income from personal exertion.’ ” 

A similar enquiry was addressed to the Victorian Commissioner 
of Taxes, who replied as follows :— 

“With reference to your letter of August 18, I desire to inform 
you that sale of land is not a sale of goods supplied, and in the 
case of a land dealing business the sale is usually made under 

D 
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a Contract of Sale over an extended period. The interes 
involved in such transactions does not come within the definition 
of income from Personal Exertion. 

“In the case of interest on money owing in respect of live. 
stock sold, this may generally be regarded as income from 
Personal Exertion, but the full circumstances of each trans- 
action of this nature should be disclosed.” 





INTERSTATE PROFITS 


Tasmanian Special Income Tax 
Manufacturers 


Section 109 (1) of the Tasmanian Act provides . . . that, sub- 
ject to s. 109 (5), the taxable income of every company which 
is not resident in Tasmania, and which carries on mercantile 
business in Tasmania, shall be the amount of the net income 
derived or received in that State. 

It is understood that the Commissioner will accept accounts 
of branches, or, where these are not kept, the taxable profit 
may be arrived at in the following manner :— 

Tasmanian sales 





of adjusted net profit — net income 
Total Australian sales derived in Tasmania. 

If the above information is not available, or if the Com- 
missioner is not satisfied with the information supplied to him, 
he may apply s. 109 (5), i.e., he may assess the taxable amount 
of the income of the company at a sum which he considers 
reasonable, being not less than 2% per cent., and not more than 
20 per cent. of the gross amount of the sales in Tasmania. 
Where assessment is made on a percentage of sales basis, the 
deduction referred to below is not allowed, s. 109 (6). 

Section 111 provides, inter alia, that if a non-resident manv- 
facturer proves that he has paid income tax in the State of manv- 
facture in respect of goods sold in Tasmania, he shall be entitled 
to deduct, “from the amount of income tax which would other- 
wise be payable by him under this Part, the sum paid, or the 
amount payable under this Part by way of income tax” which- 
ever is the less, but the deduction shall not exceed “two-thirds 
of the amount of income tax imposed under this Part,” ie, 
Part IV. 

As s. 111 provides only for a deduction from tax under 
Part IV, no deduction is permitted in respect of tax undef 
Part V, and therefore the whole of the Tasmanian profits is 
subject to Tasmanian Special Income Tax. 


Merchants 


For the reasons stated above, the deduction referred to i 
s. 111 (3) is not applicable to tax under Part V, and the whole 
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of the profits derived by a non-resident merchant from sales 
made by him in Tasmania is therefore subject to Tasmanian 


Special Income Tax. 





ANNwuItTy Parw sy Trust Estate 


W.N.R. (N.S.W.) asks :— 

“A deceased estate, which is a member of a partnership which 
catries on a grazing business, is charged with a fixed annual 
payment of £400 to the widow of the deceased person. After 
this amount has been paid the balance of income is to be dis- 
distributed between three beneficiaries. Is the amount of £400 
deductible in the Estate Return? If it is not deductible must 
the Estate earn £400 before the three beneficiaries are expected 
to pay any tax in respect of Income from the Estate? 

For example, suppose the Estate Income was £700:— 


(a) Would Statement No. 4 on the Return show as follows :— 


Widow of Deceased ee * +s SO 
Benehciary “A” .. .. .. ak el 
EO ks cs ve ee pk oe, +0 40) 
ie ll ee 
(b) Or should it be shown not having the effect as a deduction 
thus :— 
fae ak ae dbo ne dees aceon A 
se oe 
Fi a ee ee 


Answer:— 


(a) is the correct solution. It is considered that the annuity 
of £400 should be shown as a distribution in Statement No. 4 
of the Estate return, and should not be claimed as a deduction. 

In the above example, the final result is, of course, the same. 
If, however, the net income of the estate for the year had been 
£300, Statement No. 4 would show :— 


“Annuitant .. .... oh ae ee 


It is clear that the annuitant is ssiaitie on the whole £400, 
even although the balance of £100 is payable out of corpus: 
Lady M. Ewing v. D.F.C. of T. (1928) 2 A.L.J. 246. But, if 
the suggested method of treatment is correct, the deficiency of 
£100 cannot be carried forward as a loss to the next year’s 
return. If, on the other hand, the £400 could be regarded as an 
allowable deduction, the £100 would be deductible in calculating 
the net income of the trust estate of the following year, except 
in the circumstances specified in Com. S. 95 (b) ; N.S.W., s. 121; 
Pee s. 90; Old. s. 33 (1); S.A, s. 110; W.A,, s. 95; Tas., 
8. 73 (1). 
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NorRTHERN TERRITORY INCOME Tax 


The following advices have been received from the Tax- 
payers’ Association of New South Wales :— 

The question has been raised as to the liability for Norther 
Territory Income Tax of income arising from the sale of 
goods by a New South Wales manufacturer or merchant through 
the instrumentality of an agent in Darwin. 

The following question was submitted by the Association to 
the Federal Commissioner of Taxation :— 

“A question has been raised as to the liability of a N.S.W. 
trader selling goods through the instrumentality of an agent 
resident in the Northern Territory. 

“Section 41 of the Commonwealth Act sets out the circum- 
stances under which a sale shall be deemed to be effected in 
Australia. Sections 38 and 39 provide the basis of apportionment 
of the profit of such sales. By Income Tax Ordinance No. 16 
of 1936 these provisions are applied to the Northern Territory. 

“Under Section 41 it appears clear that some portion of the 
profit in the case instanced above, should be liable to Northern 
Territory Income Tax. The Act is, however, not clear as to 
how such profit should be apportioned between the Norther 
Territory (the place of sale) and the State of manufacture (in 
this case N.S.W.). 

“IT would be glad to have your advice as to departmental 
practice in cases such as this.” 

The Commissioner has now advised (26/4/39) as follows:— 

“In reply to your letter dated 6th instant, in connection with 
the abovementioned matter, I desire to advise that Section 41 
appears in the sub-division of the Income Tax Ordinance 1936- 
1939, which relates to businesses carried on partly in the Northern 
Territory and partly out of Australia. That section, therefore, 
has no application to the case referred to in your letter under 
reply. 

“Section 25 (1) of the Ordinance, however, provides that the 
assessable income of a taxpayer shall include the gross income 
derived directly or indirectly from all sources in the Northern 
Territory, which is not exempt income. 

“In the absence of any statutory provision for apportionment 
of the profit derived from the sale in the Northern Territory 
of goods manufactured out of the Territory, the proportion of 
the profit derived within the Territory is determined in accord- 
ance with the general principles of the law as applied to the facts 
of each case.” 

It is suggested by the Association that, in the usual set of 
circumstances, a reasonable basis of apportionment would be 
that corresponding to the basis of assessment adopted in the 
trader’s own State—e.g., if two-thirds of the manufacturer's 
profit is assessed by N.S.W., then one-third should be returned 
and assessed by the Territory authorities. 
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Differences between the Victorian Income 
and Unemployment Relief Taxes 


By “CLaupius” 


The Victorian Government imposes three taxes on incomes— 
the Ordinary income tax, the Unemployment Relief tax and the 
Special income tax. 

The Ordinary income tax was first imposed in 1895 as an 
emergency measure because of the collapse of the land boom. 

The Unemployment Relief tax was first imposed in 1930 for 
the obvious purpose of providing relief for those out of employ- 
ment. It was a measure to apply for only one year. Its collection 
took two forms— 

(a) A stamp tax on wages and salaries of up to £6 per week 
and not less than £1 per week, deducted by the employer 
who purchased stamps from any Post Office. These 
stamps were issued by the Comptroller of Stamps. 

(b) An assessment issued by the Commissioner of Taxes on 
all other incomes when the total income amounted to £52 
per annum or more. 

This system was changed in 1932. An assessment is now issued 
to all taxpayers in receipt of an income of £105 per annum or 
more. 

The Special income tax was first imposed in 1932 for a period 
of one year only, on incomes of not less than £101 per annum. 
The minimum taxable income is now £105. There have been very 
few changes in this tax since its inception. 

The incidence of thess three taxes differs considerably. It is the 
purpose of this article to discuss these differences. 

Firstly, I shall deal with differences in the method of arriving 
at the taxable income. 


Concessional Deductions 


The following deductions, called concessional deductions, are 
allowable for Ordinary income tax purposes, but not for Special 
income and Unemployment Relief tax purposes :— 

(a) £50 for the taxpayer’s spouse or a female relative having 
the care of any of his children under 16 years of age. The 
spouse or relative must be resident in Australia and must 
not have a separate income of more than £100, and the 
taxpayer must contribute towards her support. 

(b) £50 for each resident child under 16 years of age. 

(c) Payments not exceeding £50 in the aggregate made by the 
taxpayer to a legally qualified medical practitioner, nurse, 
chemist or a hospital in respect of an illness of the taxpayer, 
his spouse or any children under 21 years of age. 
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(d) Payments not exceeding £20 for funeral or cremation 
expenses arising out of the death of the taxpayer’s spouse 
or children. 

(e) Payment not exceeding £100 for— 

(i) life insurance premiums on the life of the taxpayer, 
his spouse or children; 

(ii) contributions to superannuation or similar fund or to 
a friendly society. 


Calls Paid 


Calls paid to a mining company carrying on mining operations 
in Victoria are also concessional deductions, but are allowable 
deductions for all purposes. 

The only other concession given to a taxpayer in recognition 
of domestic responsibilities is the exemption from Special income 
tax when the taxpayer’s income does not exceed £200. This 
exemption is granted to a married person whose spouse is a 
resident of Australia and has an income of less than £50, or toa 
widower or widow with a child under the age of 16 years and 
resident in Australia. Divorced persons and others maintaining 
children are not entitled to this concession. 


Statutory Exemptions 
For Ordinary income tax purposes a statutory exemption, as 


it is called, of £200 is deductible when the income of a taxpayer, 
after making all other deductions, does not exceed £500, if the 
taxpayer is not a company, and is domiciled in the State. When 
the income exceeds £500 a deduction which gradually reduces as 
the income increases and disappears at £600, is allowable. When 
a taxpayer, not being a company, is not domiciled in the State, 
a statutory exemption of £50 less £1 for every £2 of the excess 
over £50 is allowable. This exemption disappears at £100. No 
statutory exemption is allowable for Special income and Unen- 
ployment Relief tax purposes. Instead, a taxpayer is not subject 
to these taxes unless his income amounts to £105 or more. This 
means that a taxpayer with £104 is exempt from these taxes while 
another with £105 income may be subject to tax on his total 
income without any deduction or concession. 


Companies and Dividends 


Companies are not subject to Special income or Unemployment 
Relief taxes on their own incomes. However, shareholders are 
assessable in respect of dividends and also in respect of bonus 
shares to the extent to which they represent a capitalization of 
profits. Shareholders are also subject to these taxes on distribu- 
tions made by liquidators of companies to the extent to which 
they represent distributions of income. It would appear that 
dividends and bonus shares paid out of capital profits or exempt 
income are taxable. Similarly, liquidators’ distributions paid out 
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of exempt profits or income are taxable. On the other hand 
by refraining from distributing a reasonable portion of its income, 
a private or public company can avoid, temporarily at least, the 
taxing of its shareholders in respect of dividends, etc., undeclared. 
These dividends, bonus shares, and liquidators’ distributions are 
subject to Unemployment Relief and Special income taxes, but 
not to Ordinary income tax. 


Income from Property 


Taxpayers resident in Victoria are subject to Unemployment 
Relief and Special income taxes on income from property whether 
derived from sources in or out of Victoria. When tax of a com- 
parable nature is paid in any other State of the Commonwealth, 
other than Federal income tax, a rebate of either the amount 
of that tax, or a proportion of the Victorian tax, whichever is 
less, is allowable. It is also provided that where a State is 
proclaimed to be a reciprocating State, a resident of that State 
will be exempt from Victorian Unemployment Relief and/or 
Special income taxes on his Victorian income from property. 
He will, of course, be subject to the comparable taxes in his 
home State. On the other hand, a resident of Victoria, who 
derives income from property in a reciprocating State, will be 
subject to the Victorian taxes mentioned above on this income, 
but will be exempt from the taxes of a comparable nature in 
the reciprocating State. So far, the only reciprocating States 
are South Australia, as far as dividends are concerned, and New 
South Wales. A resident of Victoria deriving income in Victoria 
and property income in New South Wales is subject to the 
following taxes— 

(a) Victorian Ordinary income tax on his Victorian income; 

(b) New South Wales Ordinary income tax on his New South 

Wales property income; 

(c) Victorian Unemployment Relief and Special income taxes 

on his total income. 


Incomes from Trust Estates 


However, there is a difficulty. Income derived from an estate 
is treated as income from property in Victoria, whereas some or 
all of that income may be income from personal exertion in other 
States. This means that a Victorian resident deriving income 
from an estate in New South Wales is subject to Victorian 
Unemployment Relief and Special income taxes, and also to 
New South Wales Special income tax on that income where such 
income is income from personal exertion under the New South 
Wales Act. There is no rebate or exemption. 


Ex-Australian Income 


_ Another difficulty is that a resident of Victoria deriving property 
income from sources outside Australia is not allowed any rebate 
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of tax when an ex-Australian tax is paid thereon. The Acts con- 
cerned confine the allowance to cases where tax is paid to another 
State of the Commonwealth. 


Comparable Taxes 


The following taxes are considered by the Commissioner to be 
of a comparable nature to the Victorian Unemployment Relief and 
Special income taxes, combined :— 

1. New South Wales Special Income and Wages tax; 

2. Queensland Unemployment Relief tax, now the Income 

(State Development) tax; 

3. West Australian Hospital Fund and Financial Emergency 

taxes ; 

4. Tasmanian Special income and Wages tax. 

As there is only one income tax in South Australia, it is con- 
sidered to be comparable to the three Victorian taxes combined. 


Mortgage Interest 


Where a taxpayer derives interest from a mortgage of property 
situated wholly out of Victoria, that interest is exempt from 
Ordinary income tax but not from Unemployment Relief tax 
or Special income tax, if the taxpayer is ordinarily resident in 
Victoria. If some of the property is out of Victoria, the tax- 
payer is a resident of Victoria, and income tex (other than 
Commonwealth income tax) is not paid outside Victoria on any 
part of that interest, he will be subject to the three taxes on 
the total interest. A taxpayer will be subject to Ordinary income 
tax only on a proportionate part of the interest if he resides in 
New South Wales—a reciprocating State. If he resides in any 
other State, he will be subject to the three taxes on the pro- 
portionate part. Again, a Victorian resident who pays State 
income tax to some other State on this mortgage interest will 
be liable to Ordinary income tax on a proportionate part of that 
interest, and to Unemployment Relief and Special income taxes 
on the total amount, subject to rebates as previously explained 
when a tax of a comparable nature is paid to a State authority 
outside Victoria. 


Rebate to Agriculturalists, Etc. 


Under S. 71 a taxpayer who derives income from live stock, 
their bodily produce, fruit, grain, etc., is allowed a rebate of tax 
of one half-penny for every £ of unimproved value of land owned 
and used by him to produce the income subject to that tax. 
The taxpayer must be entered as the owner of the land in the 
Land Tax assessment roll, and the unimproved value of land s 
owned and used must not exceed £3,500, otherwise no rebate is 
allowable. This rebate is allowable for Ordinary income tax 
purposes, but not for Special income or Unemployment Relief tax 


purposes. 
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In the foregoing no differences exist between the taxability for 
Special income and Unemployment Relief tax purposes, apart 
from differences in the minimum income subject to these taxes. 
In practice, there are comparatively few cases in which there is 
a difference between the income subject to Unemployment Relief 
tax and that subject to Special income tax where the taxable 
income exceeds £200. 


Interest on Bonds, etc., issued by State Savings Bank 


Sec. 14 (m) of the Income Tax (Assessment) Act 1936 pro- 
vides that “interest on bonds, debentures, stock and Crédit Foncier 
debenture stock issued by the Commissioners of the State Savings 
Bank of Victoria” shall be exempt from tax. Under Sec. 5 of 
the Unemployment Relief Tax Act 1936 this exemption is nulli- 
fed for Unemployment Relief tax purposes. However, the 
exemption applies for Special income tax purposes. The reason 
for this exemption, it is understood, is that these bonds, stock 
and debentures were issued subject to exemption from Victorian 
income tax. Unemployment Relief tax is not an income tax 
although it is a tax on income. Special income tax is an income 
tax, hence the exemption. 


Seamen 


The principal Unemployment Relief Tax Act is the Unemploy- 
ment Relief Tax (Assessment) Act 1933. Section 6 (2) of this 
Act provides that any person, ordinarily resident in New Zealand, 
who is employed on a ship trading between New Zealand and 
Victoria, shall be exempt from Unemployment Relief tax on 
income derived whilst so employed. The number of cases in 
which this exemption applies must be indeed small. The writer 
understands that taxpayers employed on ships, and not ordinarily 
resident in Victoria, are taxed on the income earned whilst in 
Victorian waters. The amount of income earned by New 
Zealanders in Victorian waters must be very small, and it is 
doubtful whether any one person would earn £105 per annum— 
the minimum amount subject to Unemployment Relief tax. 


Salaries Derived 


Section 17 (1) (mn) of the Income Tax (Assessment) Act 
1936 relates to the taxation of salary or wages derived by a tax- 
payer, ordinarily resident in Victoria, from sources out of Victoria. 
This paragraph also provides for the allowance of rebates of 
Ordinary income tax when State income tax is paid to any other 
State in the Commonwealth. From Sec. 2 (1) of the Income Tax 
(Rates) Act 1938, there appears to be little doubt that the pro- 
visions of Sec. 17 (1) (n) of the Assessment Act relating to 
rebates extend to Special income tax. The allowance to be 
made in respect of rebates of Unemployment Relief tax is not so 
clear. Section 2 (2) of the principal Unemployment Relief Tax 
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Act provides that “all provisions of the Income Tax Acts... 
shall . . . apply for the purposes of this Act.” From what little 
the writer knows. of the interpretation of Statutes, he expects 
that this provision could not apply to the Income Tax (Assess- 
ment) Act 1936, which was, of course, made law some years later, 
particularly when the Income Tax Acts, i.e., Income Tax Act 
1928 and amendments were repealed by the 1936 Act. The later 
Unemployment Relief Tax Acts deal with the calculation of 
taxable income but not with the allowance of rebates under Sec. 
17 (1) (n). It therefore appears that, legally, no rebate can be 
made for Unemployment Relief tax purposes. However, the 
rebate is allowed in practice. 


Rates of Tax 


My concluding remarks deal with differences in rates of taxes, 

For Ordinary income tax purposes the rates of tax on income 
from property payable by an individual taxpayer are double the 
rates of tax payable on income from personal exertion. There is 
no difference as far as companies are concerned—there is one 
standard rate. Neither is there any difference in the rates 
of tax on income from property and income from personal exertion 
for Unemployment Relief and Special income tax purposes. 

For Ordinary income tax purposes the rates of tax on personal 
exertion income start at sixpence in the £ and increase one 
four-hundredth of a penny for every £ increase in the taxable 
income to £2,000 when the rate of tax is eleven pence in the é. 
Thereafter, the rate of increase is only one two-thousandth of a 
penny until the rate of tax reaches thirteen pence in the £ at 
£6,000. There is no further increase in the rate of tax payable 
on income from personal exertion by an individual taxpayer. 
Victoria is more lenient to taxpayers with higher incomes than 
are other States! For Special income and Unemployment Relief 
tax purposes the rates of tax are so many shillings and pence per 
£100 of taxable income, and not so many pence in the £. Further- 
more, there is one rate of tax payable on income within a range 
of £50 or more in some cases, instead of a progressively increasing 
rate of tax which changes with every £ of taxable income. 
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Sales Tax : Alteration of Rate and ‘Sale Value’ 
Explained 


By H. R. Irvine, a.c.a. (Aust.), A.c.1.s. (Eng.) 


The rate of Sales Tax has been increased to 6% operative on 
and from September 9. 

With the object of avoiding the increase, which had been 
generally anticipated, many persons entered into contracts at 
prices ruling prior to September 9; others entered into contracts 
for “spread” deliveries extending over a period after that date. 

Section 70A, however, provides that where an agreement for 
the sale of goods has been made, and, after the date of the agree- 
ment, an alteration has taken place in the rate of Sales Tax, as 
the result of which the amount of tax payable upon the sale value 
of any goods sold in pursuance of the agreement is affected, then, 
unless the agreement contains express written provision that the 
price at which the goods shall be sold shall not be altered on 
account of sales tax or any alteration in the rate of Sales Tax, or 
it is clear from the terms of the agreement that the alteration of 
the rate of tax has been taken into account in the agreed price of 
the goods, the agreement shall be altered as follows: 


“ 


(a) If the rate of tax is increased, the vendor may add to 
the agreed price an amount equivalent to the amount of 
additional tax payable by him upon the sale value of those 
goods as the result of the alteration of the rate of tax;.. .” 

(The Sales Tax Law, 1930-38, par. 413.) 


If, however, a vendor has entered into an agreement with a 
purchaser not to alter the price on account of Sales Tax the vendor 
must pay the additional amount of Sales Tax involved. 

This position will also apply to building contracts and contracts 
for work and labour in respect of which Section 70B provides that: 


“70B—(1) Where, before or after the commencement of this 

section : 

(a) a contract has been made for the erection of any build- 
ing or for the performance of any other work, and, under 
the terms of the contract, the person undertaking the 
erection of the building or the performance of the work 
(hereinafter in this section called the contractor) con- 
tracts to supply the material to be used in connection 
therewith ; and 

(b) after the date of the contract an alteration has taken 
place in the rate of Sales Tax, as the result of which the 
cost of supplying the material is increased or reduced, 

then, unless the contract contains express written provision to 
the contrary or it is clear from the terms of the contract that 
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the alteration of the rate of tax has been taken into account in 
the contract price, the contract shall be altered as follows: 


(i) If the cost of supplying the material has been increased, 
the contractor may add to the contract price an amount 
equivalent to the additional amount payable by him for 
the material (other than material which remains the 
property of the contractor) as the result of the alteration 
of the rate of tax; 

(ii) 

(2) Where the contract price is altered in pursuance of this 
section, the contractor shall deliver to the party liable to pay 
the contract price a statement in writing showing the amount of 
the increase or reduction of that price, and containing prescribed 
particulars of the items affected by the alteration of the rate of 
tax.” 


How the Increased Rate Operates 


Generally speaking, the increased rate will apply to all taxable 
goods which are imported into or manufactured and sold in 
Australia, treated as stock for sale by retail, leased or applied by 
a registered person to his own use, on and from September 9, 1939, 

The liability in respect of wholesale merchants, manufacturers 
and importers varies somewhat and is explained as under: 


Wholesale Merchants 


Wholesale merchants who sell goods principally by wholesale— 
that is, those whose sales of goods (including exempt goods) are 
50% or more of their total sales—will, generally speaking, have 
obtained their trading stock free of Sales Tax because of their 
having quoted their certificates on acquisition of those goods. 
When any such goods are sold by wholesale, and the purchaser 
does not quote his certificate, tax will be payable at the increased 
rate. 

In this connection it is well to remember that Section 70C 
of Sales Tax Assessment Act (No. 1) 1930-1936 requires every 
wholesale merchant to state upon the invoices delivered by him to 
purchasers the amount of tax payable by him in respect of such 
sales, and the wholesale merchant has the same right to recover 
from the purchaser the amount of sales tax payable by him and 
stated upon the invoice as he has to recover the price or other 
payment for or in respect of the goods. 

When a wholesale merchant whose wholesale sales predominate 
sells by retail on or after September 9 any taxable goods which 
were acquired by him free of Sales Tax before that date, tax will 
be payable at the increased rate but only on the wholesale selling 
value of such goods. The law does not require wholesale merchants 
to state upon invoices in respect of retail sales the amount of tax 
payable by them in respect of such sales. 
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Wholesale merchants whose retail sales are more than 50% 
of their total sales will, generally speaking, have obtained their 
trading stock tax-paid by reason of their not having quoted their 
certificate in respect of such goods. When such stock is sold by 
wholesale on or after September 9, tax will be payable at 6% 
subject to a rebate, but not exceeding the amount of the tax 
previously paid. No additional tax will be payable when such 
tax-paid goods are sold by retail. In this respect it will be seen 
that the wholesale merchant whose retail sales predominate has 
an advantage in respect to stock on hand at September 9, 1939, 
over the wholesale merchant who sells principally by wholesale 
by reason of the fact that the former was required to pay tax only 
on the wholesale purchase price, whereas the latter is liable for 
payment of tax on the wholesale selling price. The reverse position 
will, of course, operate if and when the rate of sales tax should be 
reduced. 


Manufacturers 


The position of manufacturers who sell by wholesale goods of 
their own manufacture is the same as that already explained in 
regard to wholesale merchants. 

In regard to manufacturers who sell by retail, tax is payable 
either : 


(a) when the manufactured goods are “treated as stock for 
sale by retail” (i.e., when they are placed “on the shelves” 
in a retail selling section of the business or are otherwise 
set aside for retail sale in a showroom, window, etc.) or 

(b) when they are sold by retail if not previously “treated as 
stock for sale by retail.” 


The increased rate will therefore not apply to sales ex stock on 
hand at September 9 in the manufacturer’s retail selling section, 
provided tax was paid when the manufactured goods were “treated 
as stock for sale by retail” before that date. 

But any goods which were manufactured before September 9 
and which are either sold or “treated as stock for sale by retail” 
on or after that date will be taxable at the increased rate. 

There still seems to be considerable misunderstanding regarding 
the question of passing on to purchasers as part of or in addition 
to a retail selling price the amount of tax paid by or passed on to 
vendors on the acquisition of those goods. 

In this connection Section 70D (2) provides that: 


“(2) Any person who— 
(a) has paid or is liable to pay an amount of Sales Tax 
in respect of any goods; or 


(b) has purchased goods at a price which includes an 
amount in respect of Sales Tax payable by the 
vendor under this Act, 
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shall not, upon the sale or offer for sale of those goods, 
demand or receive or seek to receive any sum of money 
(whether included in a larger sum or not) in excess of 
that amount upon the pretence that that sum has been 
paid or is payable by him as Sales Tax, or has been 
included in respect of Sales Tax in the price paid by him 
for the goods. 

Penalty: One hundred pounds.” 


Returns for September, 1939 


By reason of the increase in the rate registered persons will 
be required to show separately and account for the tax payable in 
respect of sales and other taxable transactions made in the two 
different tax periods—from September 1 to 8 and 9 to 30 inclusive. 

Where “credits” are allowed on or after September 9 for 
discounts, returns inward or other allowances in respect of 
taxable transactions occurring prior to September 9, the rebate 
to be claimed must be at the rate of 5% only; likewise in regard 
to “bad debts” written off on or after September 9 in respect of 
taxable transactions which took place prior to that date. 

In such cases the amount of the tax will be claimed as a rebate 
from the amount of tax otherwise payable, instead of the usual 
practice of deducting the value of such credits from the “sale 
value” of the taxable goods. 


Imported Goods 


The increased rate will also apply to goods which are imported 
into Australia by an unregistered person or by a registered person 
who does not quote his certificate on the customs entry relating to 
the goods. The date on which goods are “imported” into Australia 
is seldom the same as the date on which the goods are entered 
for home consumption at which time the tax is payable. In this 
connection the following extract from Sales Tax Law, 1930-38, is 


quoted : 

“150. The High Court of Australia has held (Wilson v. Chambers & 
Co. Pty. Lid. (1926), 38 C.L.R., 131) that goods are imported 
into the Commonwealth whenever they are brought into their port 
of destination for the purpose of being finally discharged in 
Australia at that port, and that the discharge of the goods from 
the importing vessel is not required to complete the importation. The 
port of final discharge of such goods may be a coastal port at 
which the importing vessel does not call, and therefore the goods 
must be landed for transport by land or sea to the coastal port 
for final discharge. In such a case the date of arrival of the goods 
at the coastal port is the date of their importation into Australia.” 


It will be seen, therefore, that the increased rate of 6% will 
not necessarily apply to all taxable goods entered for home con- 
sumption on and after September 9, 1939, but only to those 
which were imported into Australia on or after that date by am 
unregistered person or by a registered person who does not quote 
his certificate on the customs entry relating to the goods. 
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As a means of raising additional revenue and also of removing 
an anomaly which has existed since the date of inception of 
Sales Tax, Sales Tax Assessment Act (No. 5) has been amended 
to provide that goods imported into Australia on and after October 
1, 1939, by an unregistered person or a registered person who 
does not quote his certificate on the customs entry relating to the 
goods shall pay Sales Tax on a sale value being the amount 
which exceeds by twenty per centum the sum of— 

(a) the value for duty of those goods converted into Australian 

currency, and 

(b) the customs and primage duties payable in respect of the 

goods. 

For the purpose of converting the value for duty into Australian 
currency the rate of exchange to be used will be the telegraphic 
transfer selling rate in Australia at the date of exportation of the 
goods from the country of export, as fixed by the Commonwealth 
Bank of Australia. 

Previously, Sales Tax was payable on a sale value which 
comprised— 

(a) the value for duty of the goods expressed in sterling; and 

(b) the customs and primage duties payable in respect of the 

goods, plus 

(c) 20% of the sum of (a) and (b). 

The additional 20% was to provide for the equivalent of an 
assumed wholesaler’s profit, and the effect of the amendment is, 
therefore, that (when tax is payable on importation) additional 
tax will be charged on “Exchange” plus 20% thereof. 


Sales Tax Exemptions 


From time to time I have advocated a substantial reduction in 
the present Sales Tax Exemptions with the object of more 
equitably spreading the incidence of Sales Tax and also for the 
purpose of raising additional revenue required for defence purposes. 

At a time when the Federal Government is committed to 
unprecedented expenditure, it was inevitable that every avenue 
for raising additional revenue would be explored In introducing 
the Federal Budget the Prime Minister stated that two methods 
of dealing with Sales Tax presented themselves broadly to the 
Government. One was to eliminate some or all of the exemptions 
as they now exist and the other was to increase the rate. Although 
the Government had decided on the latter course the Prime 
Minister made it clear that if the present crisis continues and if 
the Government has occasion from time to time over the next two 
or three years to ask Parliament for more revenue the time might 
be reached to choose between a high level of tax or an extension 
of the range of the tax and so an easier rate. He added that if that 
tme came the Government would not hesitate to ask Parliament 
to support appropriate steps in that direction. 
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There is little doubt in my mind that the day is not far distant 
when some of the present exemptions will be abolished, and the 
amount of additional revenue which could be raised by this method 
will be evident from the statement of the Prime Minister that the” 
list of exemptions has from time to time been added to “until the 
fact is that only one-third of the total transactions of sale ig 4 
Australia are subject to Sales Tax.” 

The increases in other forms of taxation, already announced 
by the Government, are such that further increases in those direc 7 
tions do not appear justifiable while the present Sales Tax Exemp- 9 
tions are allowed to continue. 
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